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for Chartered Accountants interested 


Banker 


In every branch of The TORONTO-DOMINION 
Bank, you’ll find a banker who is interested 


and ready to serve you. 


He can often assist you in helping your clients to 
find the money to further their business develop 
ment. This is just an example of how his broad 
experience can be of real value to you and 

your business associates. 


So drop in to see the manager of your nearest 
TORONTO-DOMINION Bank. Let him help 
you with all your banking transactions, both 
professional and personal. 


m | QRONTO-DOMINION BANK 


THE BEST IN BANKING SERVICE 











Remington Rand and only Remington Rand makes 


Univac System 


Univac Scientific 
Univac 60 
ac 120 


Medium size member of the famous Univac family. Keeps 
up-to-the-minute records on thousands and thousands of 
fast-moving items or accounts. Accepts up to 100,000 
unsorted entries per day . . . for complete automatic pro- 
cessing that includes finding, filing, computing and 
summarizing. 

For full facts on Univac File-Computer and its almost 
limitless applications, send for free 24-page booklet ‘‘An 
introduction to the Univac File-Computer System.” 
(Company letterhead, please.) 


PROFIT BUILDING IDEAS FOR BUSINESS 
#4: # f, Fe. : 
HEAD OFFICE: TORONTO— BRANCHES ACROSS CANADA 
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Lane's: tron 


Wet SONS 


Complete facilities 


for investing 


1 Canad 
With membership in all leading Canadian Stock 
Exchanges and direct private wires linking our 
offices from Montreal to Victoria, we can offer 


you the most advantageous markets in which to 
buy and sell stocks and bonds. 


Our Research and Statistical Department can 
supply you with accurate information about any 
company in whose securities you may be inter- 
ested. 


Why not put these facilities to work for you? 


Serving Investors Across Canada 
MONTREAL, TORONTO. WINNIPEG, CALGARY. EOMONTON, VANCOUVER, VICTORIA, 
LETHBRIOGE, MEDICINE HAT, REGINA, MOOSE JAW. SWIFT CURRENT, SASKATOON, 
BRANDON, PORTAGE LA PRAIRIE, KENDRA, KINGSTON, GALT, CHATHAM, KITCHENER, 
ST. THOMAS, WINDSOR 


Established 1857 


James Richardson & Sons 


Executive Offices—Winnipeg 
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YOU WRITE 
YOUR 
COMPLETE 
PAYROLL 
WHEN 

YOU WRITE 
YOUR 
CHEQUE 





POSITION 1: Write name on 
small, neat new cheque. Name is 
duplicated on journal underneath. 





PRESS TABULATING KEY— PRESS TABULATING KEY— 
CHEQUE MOVES TO: CHEQUE MOVES TO: 


POSITION 2: Write POSITION 38: Write 
earnings on cheque. Earn-. deductions and net pay on 
ings are copied on journal cheque. Figures are copied on 
and earnings record in same _tojournalandearningsrecord 
line as name. in same line as earnings. 


When the cheques are complete so are the 
journals and earnings records. Fast, accurate 
and efficient. Anyone can operate the new tabu- 
lating McBee Payroll Poster. 


For further information ask your auditor or contact 
THE MCBEE COMPANY 
LIMITED 


179 Bartley Drive, Toronto 16, Ontario 
52270 
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With Our 


Compliments 






If you would like to receive our “Review and Securitie~ 
List” as published, telephone or write to our nearest cifce. 
The “Review” contains articles of current investment 
interest, brief descriptions of new offerings and a list of 
selected Government, Municipal and Corporation securities 
and their prices. ; 
Investors find the “Review” a useful investment aid. We 
will gladly send you copies. 

If you have an investment question —ask us. 


7 x 
Wood, Gundy & Company 
————— $$ Limited —___________ 
Toronto Montreal Winnipeg Vancouver Halifax 
Saint John Quebec London, Ont. Hamilton Ottawa 
Kitchener Regina Edmonton Calgary Victoria 
London, Eng. Chicago New York 














WY DANK 


70 2 MILLION CANADIANS 






Canada’s 
First 
Bank 








Bank oF MOoOnTREAL 


IN EVERY WALK OF LIFE SINCE 1817 












WORKING WITH CANADIANS 
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aa IN THIS ISSUE 


SENATOR H. deM. MOLSON, C.A. 


In recent years, chartered account- 
ants as a proiessional group have be- 
come far more self-critical. Their 
self-analysis is extending beyond a 
close scrutiny of educational stand- 
ards and ethics into the realm of 
creative thinking to see what contri- 
bution they can make to top manage- 
ment in the way of advisory services 
and other extras, which would be of 
benefit to everyone. 


Up to now, the profession has 
underplayed its competence in this 
field, says Senator Molson, but there 
would seem to be no reason why such 
special management studies as cor- 
porate analysis and _ organizational 
structure, the evaluation of executive 
functions, office job evaluation, com- 
pensation methods and _ incentive 
plans, pension and profit sharing plans 
and many more of the same type 
should not be offered to almost every 
client. 


Senator Molson, in his article “New 
Fields for the Chartered Accountant”, 
has been guided by his many years 
of experience with Molson’s Brewery 
Limited as assistant secretary-treas- 
urer, secretary, vice-president, and 
since 1953 president of the company. 
In addition he is a director of several 
companies and a governor of McGill 
University. Honourable Hartland 
Molson is a member of the Institute 
of Chartered Accountants of Quebec 
and a Fellow of the Chartered In- 
stitute of Secretaries. 
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G. E. F. SMITH, F.C.A. 


In today’s forward-looking world, 
an appreciative backward glance is 
something that all too few people take 
time to enjoy. It is therefore a 


pleasure to present “Confessions of a 
Life Member” by G. E. F. Smith 


_ who, after more than 50 years as a 


practising chartered accountant, still 
finds that a good head for figures in 
no way dims the eye for the lighter 
side of life. 

G. E. F. Smith is a member of the 
Institute of Chartered Accountants of 
Ontario, having passed his final 
examination in 1904. He has served 
on the Council of that Institute and 
in 1934 was elected a Fellow for dis- 
tinguished services to the profession. 
He is still active today in the firm of 
Smith, Metherell, Jackson & Webb 
of Hamilton, which he helped to 
found. 


J. D. CAMPBELL, C.A. and 
W. D. GAINER 


Those who read the interesting 
article “Canadian Business in 1954” 
by Professors J. D. Campbell and 
W. D. Gainer in the September issue 
may have noticed that the authors 
were not mentioned in this column. 
Information about them was not 
available at the time when the article 
appeared. 

J. D. Campbell is Professor of Ac- 
counting at the University of Alberta. 
Articled to Clarkson, Gordon & Co., 


he became a member of the Institute 


of Chartered Accountants of Ontario 
in 1988. Before joining the staff of 
the University of Alberta, he was with 
the Income Tax Department at 
Ottawa. W. D. Gainer is a graduate 
in Economy of the University of 
Alberta and Iowa State College. He 
is currently associated with the Uni- 

Continued on page 456 








































Olivetti 
Divisumma 








The Olivetti fully automatic Printing Cal- 


culator is a fine example of increased effi- 
ciency in modern-office machine equipment. 
It is an adding and calculating machine 
combined, and provides a permanent printed 
record of the elements of its calculations as 
well as giving the credit balance. It divides 
automatically and gives faster multiplication 
through the automatic short-cut method - a 
unique Olivetti achievement. So simple to 
use that the operator requires no special 
training. 





Olivetti (Canada) Ltd. 
TORONTO - 237 Yonge Street 
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Continued from page 454 

versity of Alberta as Associate Pro- 
fessor of Political Economy. Pro- 
fessor Gainer is a member of the 
Political Science Association and the 
American Finance Association. 


J. E. SEYBOLD, C.A. 

An outstanding characteristic of the 
stock brokerage business is the strict 
supervision to which it is subject. No 
stockbroker can afford to overlook 
any of the rules and regulations deter- 
mined by the governing committees of 
Canada’s seven stock exchanges, be- 
cause of severe penalties for infrac- 
tions. Large sums of money and 
securities belonging to other people 
are often entrusted to the care of the 
stockbroker and it is extremely im- 
portant for brokerage houses to retain 
the confidence of the public. 

In his article “Audit of Stock- 
brokers’ Accounts” J. E. Seybold dis- 
cusses the procedures necessary to 
comply with the audit requirements. 
The author is a graduate of McGill 
University and since 1938 has been 
with P. S. Ross & Sons, Montreal. He 
was admitted to partnership in 1948. 


DEREK L. JOHNSTON, C.A. 


If you are unfamiliar with the early 
history of accounting, it may come as 
a surprise to read in Derek L. John- 
ston’s article “Historical Sidelights on 
Accounting” that 3500-year-old tab- 
lets belonging to the ancient Greeks 
record writing pertaining to the 
keeping of accounts. 


It has been assumed too often, says © 


the author, that accountancy is one 
of the youngest of professions, but 
Mr. Johnston claims that, contrary to 
this belief, the origins of accountancy 
are of great antiquity. In this he is 
not alone. A booklet published re- 
cently in England called “The Earliest 
Greeks” has recorded the fascinating 
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story of the tablets and the decipher- 
ment of their writings. In his con- 
clusion the author of the book has 
written — “Even from the dull pages 
of an account book, it is possible to 
glean much valuable knowledge about 
the earliest flowering of our European 
civilization”. 

Derek L. Johnston has been a 
student of accounting history for 
many years and his article “Was 
Shakespeare an Accountant?”, which 
first appeared in this journal in 
November 1954, has been republished 
in numerous magazines. The author 
was born in British Columbia but re- 
ceived part of his education in Eng- 
land. He was admitted an Associate 
of the Scottish Institute in 1937 and 
has been closely connected with’ the 
Institute of Chartered Accountants of 
British Columbia since becoming a 
member of that Institute in 1947. In 
1954 he was elected president of the 
Institute after having served on its 
Council for a number of years. 


EDITORIAL 

With the realization that research 
has become a dominant factor in 
many associations and business con- 
cerns, this month’s editorial “Empha- 
sis on Research” by J. Grant Glassco 
will be of special interest. The in- 
ference that might be drawn from 
the editorial would seem to be no 
longer “whether” but “how much” and 
“in what direction”. Canadian busi- 
ness is becoming more and more re- 
search minded in terms of new pro- 
cesses, new products, market expan- 
sion and development. Anything that 
can be done towards improvement in 
the art of accounting or assisting the 
lone practitioner in his problems will 
also be of help to businesses, both 
large and small. Mr. Glassco is im- 
mediate past president of the C.I.C.A. 














American Optical Company Canada Limited 





solves a tough production control problem 


... With fast, low-cost Underwood SAMAS 


punched card equipment 


The American Optical Company was having difficulty 
setting up reliable estimates for the production of spectacle 
frames. The reason: popularity of many styles changed so 
often that sales estimates were sometimes far from being 
accurate. 


Since the installation of Samas punched card equipment, 
all this has changed! Mr. W. A. Boxer, Purchasing Agent 
of American Optical says, ““We can now set production 
from an accurate and up-to-the-minute knowledge of 
product sales. Results have been somewhat fantastic .. . 
and most gratifying.” 


SPEED MAKES THE DIFFERENCE. Samas machines can sort 


and count up to 40,000 items per hour, the fastest 
punched card counting-sorting equipment on the market. 
The most economical, too. The cards used exclusively in a 
Samas system are considerably smaller than conventional 
punched cards. They’re easier to handle. You can get along 
with approximately 14 the number of files and have more 
usable space. The machines are smaller too. They take up 
less space . . . cost less to rent or purchase. For complete 
information, write, wire or phone us today. 


SAMAS PUNCHED CARD DIVISION 


Underwood Limited 


HEAD OFFICE: 354 VICTORIA STREET, TORONTO, ONTARIO 
BRANCH OFFICES: TORONTO, LONDON, OTTAWA AND MONTREAL 











The System 


Five different operations integrated in 
one over-all system give the manufac- 
turer efficiency and control in manag- 
ing purchases. These are the five 
operations: 


1. Stores Department Operation 
The department requisitions and dis- 
tributes stockroom items; schedules 
delivery and use; transmits requisi- 
tions to Purchasing. A 3-part Moore 
Manifold book form is used. Part 1 


ete 


CO | 





posts to a Kardex inventory control. 
Part 2 is kept in a numerical file; part 
3 authorizes withdrawal of items. 


2. Purchasing requisitions A 4- 
part Moore Manifold book form is 
used by Stores to requisition inventory 
that is low. Part 1 goes to Home Office 


A manufacturer has three subsidiary plants in different locations, each 
of which purchases a great number of materials for production. There 
was need for an integrated accounting procedure covering the purchas- 
ing cycle which would guarantee control, accuracy, and efficiency with 
proper liaison between the home office and the subsidiaries. A Moore 
system was installed which centralizes purchasing control in the home 
office and permits each plant to control its own accounting functions. 






Purchasing. Part 2 is kept in a numer- 
ical file of the plant’s Purchasing 
Dept.; part 3 stays in a numerical file. 
The requisitioner holds part 4. 


3. Purchase Orders The Home Of- 
fice Purchasing Dept. uses a 10-part 
top-stub Moore Speediset form. Parts 
1 and 2, and parts 6 through 9 are also 
connected by a bottom stub. 


Parts 1 and 2 (bottom-stub Speedi- 
set) are sent to the vendor, part 2 being 
returned as acknowledgment. Purchas- 
ing holds 3 in the file. 4 stays in a 
Vendor file and is matched later to 
vendor’s invoice, receiving report, etc. 
Part 5 goes back to Stores for its file. 
Parts 6, 7, 8, 9 (bottom-stub Speedi- 
set) is the Receiving Report with price 
columns blocked out. Part 10 is sent 
to the department that requisitioned as 
check against error. 


4. Receiving Report This is made 
up, as stated before, of parts 6 through 


‘9 of the Purchase order. After mer- 


chandise is received, the Receiving 
clerk distributes parts thus: part 6 to 
Purchasing to approve vendor invoice; 
7 to the requisitioner as notification; 8 
stays in the Receiving file. Stores uses 
part 9 to post to Kardex. It is then 
forwarded with copy of invoice to 
Accounting for expense—and cost- 
distribution. 











5. Accounting and Inventory 
records Invoices sent by vendor are 
matched with parts 4 and 6 of the Pur- 
chase order. They are used to process 





The 10-part 
Moore Speediset 


payments and to give account distri- 
bution control. A Kardex in Stores 
furnishes positive control for all items 
issued or received. 


Savings and Gains 


Moore’s multi-part speed stationery 
has eliminated entry duplication. 
There are minimum writings to con- 
trol purchasing, receiving, accounting 
and inventory. Careful form design 
and the right distribution have given 
control of purchases and inventory. 
Receiving record is a by-product of the 
Purchase order, eliminating one form. 
Other economies are: simplified match- 
ing, scheduling of shipment arrivals, 
better control at the receiving dock. 
Carbon handling and form jogging are 
eliminated by the Moore Speediset 
construction, allowing subsequent en- 
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tries. If you would like a closer look 
at this well-engineered system, write 
Moore for the System Survey described 
in the coupon. Or mail the coupon to 
the Moore office nearest you. 


HANDY WAY TO DO IT 


The book form, a Moore first, 
can be used in any business, 
any operation—wherever hand- 
written forms are desirable. It 
gives original records. Moore 
constructs book forms in a 
great many ways to suit varying 
needs. Convenient, inexpensive. 





Moore Business Forms Ltd. 
856 St. James St., West, Montreal 3 
7 Goddard Avenue, Toronto 15 
711 Erin Street, Winnipeg 


Please send me Moore System 
Survey CC12-3322-19-63. 


a pie ee 
Title_ : =— 
Company__ 


Greets 52 att 



















MAIL OFTEN 


throughout the day ! 


Plane and train schedules cover the full 24 hours 
through the day. In order to take full advantage of 
all transportation facilities for First Class Mail, 


MAIL EARLY AND OFTEN 
throughout the day ! 
SPEED YOUR MAIL! 


Air parcel post helps speed your parcel mail — 
enquire at your Post Office for complete information. 
Be sure to have your Overseas Air Mail carefully 
weighed; prepay postage in full and prevent 
embarrassment with business contacts abroad. 


CANADA POST OFFICE 
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REAL ss ESTATE 


a $s 


GRAND & TOY has moved! 


... miles ahead in 
facilities to serve you 
MAIL and TELEPHONE ORDER DEPART- 


MENTS are now located in our new service 
building, Green Belt Drive, Don Mills. 

For general inquiry dial Hickory 4-6671. 
Extended service areas not connected with 
Hickory dial HU. 1-0711. 


To Order by PHONE 
Dial Hickory 4-1111 


(We accept toll charge within 50 miles 
of Toronto.) 


To Order by MAIL 
Address: 33 Green Belt Dr., 


comers | BOSLEY™ 


—- £0 ne ow or => Somerset House, 27 Wellesley St. East 


















LEADERS IN ALL PHASES 
OF REAL ESTATE 
BACKED BY OVER 

FORTY YEARS EXPERIENCE 




















Sales Appraisals 











Mortgages Insurance 


Property Management 
Leasing 







Office Supplies-Printing-Business Furniture 
TORONTO - HAMILTON 


TORONTO, ONT. 









“Ginancial Reporting in Canada" 


A new publication which summarizes the annual reports of Canadian 
industrial and mercantile companies and provides up-to-date answers to such 
questions as— 

@ How many companies value inventory at cost? 


How frequently do “funds” statements appear? 


& 
@ How many companies disclose the amount of sales? 
e 


What happens to an appraisal increase credit? 


@ What are the subjects of qualifications in auditor’s reports? 


The annual reports of 275 companies have been analyzed and summarized 
by the research staff of The Canadian Institute of Chartered Accountants to 
show the techniques of disclosure and presentation, and the variations in the 
nature, content, and form of published reports for the years 1953 and 1954. 


The emphasis on reporting techniques and accounting principles makes 
this book a desk manual for all financial executives, administrative account- 


ants and practising accountants. It will be of special value to accountants 
responsible for the preparation of 1955 year-end statements. 


PRICE $4.00 


Order now, using the attached form 


The Canadian Institute of Chartered Accountants, 


69 Bloor Street East, | 
Toronto 5, Ontario. 


Please send me........ copies of “Financial Reporting in Canada” at $4.00 


a copy, for which I enclose ....... 





NOTES AND 


A New C.LC.A. Research Publication 

A new book entitled “Financial 
Reporting in Canada” has just been 
published by the Committee on Ac- 
counting and Auditing Research of 
the Canadian Institute of Chartered 
Accountants. It is the first annual 


summary of financial reports publish- 
ed by 275 industrial and mercantile 
companies in Canada in 1953 and 
1954. With more than 50 tables of 
statistical breakdowns showing trends 
in the disclosure and presentation of 
reporting, this publication is expected 


to become a handbook for administra- 
tive and practising accountants who 
are faced with the preparation of 
1955 year end statements. It is avail- 
able now from the Canadian Institute 
at $4.00 a copy. 


C.1.C.A. Officers at American 
Institute Meeting 

Gerald Martin, president of the 
Canadian Institute, and E. Michael 
Howarth, executive secretary, together 
with Mrs. Martin and Mrs. Howarth, 
attended the 68th annual meeting of 
the American Institute of Accountants 
held in Washington from October 23 
to 26. A message of fraternal greet- 
ings from the C.I.C.A. was conveyed 
by Mr. Martin to the more than 2,000 
members of the AIA who were at the 
meeting. 

Elected president of the American 
Institute for 1955-56 was John H. Zeb- 


ley, Jr., a partner of Turner, Crook 
& Zebley, Philadelphia. Mr. Zebley 
succeeds Maurice H. Stans who was 
recently appointed Deputy Postmaster 
General of the United States. The 
vice-presidents named were Dixon 
Fagerberg, Jr. of Phoenix, Ariz.; John 
A. Lindquist of Cleveland, Ohio; J. S. 
Seidman of New York City; and Rob- 
ert E. Witschey of Charleston, W. Va. 


1955 Uniform Examinations 

From October 12 to 19 students in 
33 Canadian centres sat for their in- 
termediate or final uniform examina- 
tion. Four marking centres — Mont- 
real, Toronto, Winnipeg and Vancou- 
ver — have been set up and on De- 
cember 1, 2 and 3 the Board of Exam- 
iners-in-Chief meet in Toronto to re- 
view the results of the marking task. 


Quebec Institute’s Gala Celebration 


Highlight event of the Quebec In- 
stitute’s 75th anniversary will be a 
banquet to be held on Wednesday, 
December 7 at the Sheraton Mount 
Royal Hotel in Montreal. His Excel- 
lency, the Right Honourable Vincent 
Massey, P.C., C.H., Governor General 
of Canada, will be the guest of hon- 
our and the main speaker of the even- 
ing. A dance will follow the banquet. 

George P. Keeping, second vice- 
president of the Quebec Institute, 


heads the committee on arrangements. 
Continued on page 464 
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FOR BRANCHES, DEPARTMENTS, 
OR FOR ANY SMALL BUSINESS 


automatic accounting 
at a new low cost! 


The attractively priced Burroughs 
Director was designed to make the 
step-up from pen-and-ink bookkeep- 
ing to mechanized accounting as 
economical as it is practical. 


The new Director features easy front 
form insertion, two totals, and auto- 
matic big machine advantages. Try 
it. Our branch is listed in your phone 
book. Burroughs Adding Machine of 
Canada, Limited. Factory at Windsor. 


Burroughs Director 


ACCOUNTING MACHINE 


> 











Continued from page 462 
1956 Conference of the C.I.C.A. 

Dates of the 1956 conference and 
54th annual meeting of the C.LC.A., 
which will take place in Halifax, 
have been set for September 10, 11 
and 12. Campbell Leach of Montreal 
has been appointed chairman of the 
conference committee and co-chair- 
man is Hugh Spencer of Halifax, past 
president of the Nova Scotia Insti- 
tute. 


Canadian Reports Award Winners 


Four Canadian companies were 
among this year’s winners in the an- 
nual report contest sponsored by The 
Financial World, a New York maga- 
zine. The Dominion Stores report 
was judged the best of any submitted 
by a Canadian firm while Brazilian 
Traction Light and Power Company 
won first prize in the category of 
companies doing business in Latin 
America. Chateau Gai Wines and 
Southam Press received top honours 
for their respective industries. With 
over 5,000 reports entered in the 
competition, the grand prize went to 
the Pennsylvania Railroad of Phila- 
delphia for its 78-page report con- 
taining coloured photographs and 
charts as well as a balance sheet, 
profit and loss statement, summary 
of earnings statement, and general 
history and resume of the company’s 
outlook. 


Queen’s Conference of Business 
Leaders Planned 

Plans for a conference of Canadian 
and American business leaders in the 
early summer of 1956 at Queen’s Uni- 
versity were drafted by the Queen’s 
University Advisory Council meeting 
in a two-day session in November. 
Details of the conference program 
will be handled by a working com- 
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mittee which includes J. J. Macdonell, 
C.A., Earl Suttie and John MacDon- 
ald of Montreal as well as senior 
members of the university’s Faculty of 
Commerce. 


Members Directory 1955-56 


A new edition of the members di- 
rectory is just being issued. Al- 
though less than a year has elapsed 
since the publication of the previous 
directory, nearly 40% of the listings 
have had to be changed in order to 
show the new partnerships, offices and 
members of our growing profession. 
The 1955-56 edition can be obtained 
from the C.1.C.A. at the special price 
of $2.00 to members and students. 


U.S. Tax Chief 

Russell Chase Harrington has been 
appointed U.S. Commissioner of In- 
ternal Revenue, replacing T. Coleman 
Andrews, it was announced recently. 
Mr. Andrews resigned the office to 
become Board Chairman of the Am- 
erican Fidelity & Casualty Company 
of Richmond, Virginia. 


In the News 

A past president of the Canadian 
Institute of Chartered Accountants, 
Henry G. Norman, has been appoint- 
ed Consul General of Canada in New 
York. He will take over the post 
now held by the Hon. Ray Lawson. 

WALTER J. MACDONALD, another past 
president of the C.I.C.A., has been 
appointed to the Winnipeg Advisory 


Board of The Royal Trust Company. . 


Mr. Macdonald is the senior Cana- 
dian partner of Deloitte, Plender, 
Haskins & Sells. 


At This Season of the Year 


We take the opportunity of wishing 
all our readers and friends a happy 
Christmas and New Year. 
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“MY BOSS 
AGREES 

WITH 

ME!” 


The IBM Electric made a big hit with 
me the first time I tried it. Just a 
touch produces beautiful, uniform 
typing—no more “pounding a 


typewriter” for me! eee 


And is my boss happy, too! 
He says our new “IBM 
letters” are so distinc- 
tive they build up com- 
pany prestige and even 
help to clinch some 
new business. I 
turn out my work 

in far less time, 
too, because it 
takes so much 
less effort. 
IBM ‘‘power 
typing”’ has 
given my job 
—and me— 


a real lift! 


You can get more information and an IBM demon- 
stration S calling your nearest IBM office or 
writing to International Business Machines Com- 
pany Limited, Don Mills Road, Toronto 6, Ontario. 


ELECTRIC : 
TYPEWRITERS |... OUTSELL ALL. OTHER ELECTRICS COMBINED! 


Taemane 









Capital for Industry 


Providing capital funds for growing Canadian industries 
is an essential service performed by the corporate under- 
writer. Our underwriting department has been closely 
associated with the growth and expansion of the Can- 
adian economy over the past thirty years and has origin- 
ated and participated in numerous representative issues 
of corporate securities. 











Our services are always available without obligation 
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Members of the Accounting profession are invited 
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Managers at any of our offices across Canada 


THE CANADA PERMANENT 


TRUST COMPANY 


HEAD OFFICE: 820 BAY STREET, TORONTO, ONT. 
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Editorial 


EMPHASIS ON RESEARCH 


AMONG THE SEVERAL activities of the profession in Canada which are 
the concern of the national body, none is more important in the long- 
term development of professional accountancy than what we call 
accounting and auditing research. In its research program the pro- 
fession is making its major bid for a position of increasing usefulness 
in the community. For that reason it is obviously important that the 
job be well done. 

The broad objectives of the research program are improvement 
in the accounting art, and securing the adherence of all those using 
the accounting medium to what may be called accepted principles. 
The detailed methods which are followed in an attempt to secure 
these objectives consist of several quite different types of activity. 
One of the essential aspects is a continuing effort to improve termin- 
ology. The language of accounting, like the language of literature, 
is a living, changing thing; the new must be recognized when it is 
good, and the old discarded when it no longer seems to serve a useful 
purpose, but always the great body of accounting terminology must 
be used with care and with discrimination if accounts are to tell their 
story. Thus, problems of terminology find their way periodically 
into research bulletins, and from time to time a complete revision 
must be undertaken of the whole body of accounting language. 

The second type of work which is essential to a research pro- 
gram is a continuous scrutiny of current accounting trends and tech- 
niques, and the periodic communication to the profession of the re- 
sults of such studies. Thus, the accounts of public companies are 
under constant analysis as in such manner only is it possible to 
measure the degree of consistency within the profession and the broad 
extent of adherence to acceptable standards. 

The third main line of attack consists of the study of specific 
problems by the research staff and the committee, the finished prod- 
uct of such labours finally emerging in the form of research bulletins. 
These bulletins embrace not only solutions to new problems which 
arise through changes in our economy, taxation, etc., but also repre- 
sent from time to time necessary re-statements of fundamental 
principle. 

While the experience and judgment of competent members of the 
profession are essential to parts of a research program, it has become 
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clear that the chartered accountant in public practice or in industry 
simply cannot afford the time to do the spade-work which is required 
in this type of activity. As a result, the sufficiency of any research 
effort must rest primarily on the amount of skilled help which is avail- 
able on a full-time basis. The Canadian Institute of Chartered Ac- 
countants now finds itself with sufficient technical strength on its 
staff to carry out at least a minimum research program. Under the 
leadership of Lawrence Macpherson, research activities have de- 
veloped considerably in the past year and, happily, the results of 
this increased effort are becoming apparent. There are, however, 
several important questions which need to be answered. 


For example, to what extent must research activities be central- 
ized, and should the program be planned in such a manner as to 
permit greater participation by members across the line? Because 
it is not feasible to call together more than once or twice a year a 
group representative of all parts of the country, it is necessary that 
a centrally located sub-committee should attend to much of the de- 
tailed work of the committee proper. In spite of that, however, may 
it not be possible to effectively share the burden by farming out 
specific problems to groups in different parts of the country. We 
believe this not only to be highly desirable in terms of the contribu- 
tion to be received, but such a course has obvious advantages in pro- 
moting consistency and unifying the profession. 

Another major question-mark arises in the responsibility of the 
Institute to lend assistance to the lone practitioner. Are we ready to 
embark upon a program of extending technical aid to the individual 
member, as is done in both Great Britain and the United States? 
There can be no doubt that the accountant practising alone is today 
in great need of a source to which he can turn for technical help and 
unbiased advice. In the United States last year, over 1,000 enquiries 
were answered by the Technical Information Service of the American 
Institute of Accountants. There can be no question that the develop- 
ment of such a service in Canada is extremely desirable, and the 
sooner it can be instituted the better. 


Our ability to proceed with either of these important matters, 
and there are more that might be raised, rests directly upon the 
availability of trained personnel on the staff of the Institute. It is 
fair to say that the development of either of these activities will 
necessitate additional staff and expense. There will, naturally, be 
some reluctance to place any further strain upon the finances 
of the Institute, and it may well be three or four years before 
the increase in membership reaches the point where the additional 
costs involved can be financed. We lean to the view, however, that 
these activities are of such importance that the conduct of a respect- 
able research effort should take precedence over almost all the other 
activities of the Institute. 
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Audit of Stockbrokers’ Accounts 


J. E. SEYBOLD 


THERE ARE seven stock exchanges in 
Canada, the three largest in volume 
of business being the Toronto Stock 
Exchange, the Montreal Stock Ex- 
change and the Canadian Stock Ex- 
change. The Securities Acts of the 
Provinces of Ontario and Quebec 
have placed the authority and respon- 
sibility of auditing the accounts of 
stockbrokers, who are members of 
the stock exchanges in these Prov- 
inces, in the hands of the governing 
committees of the stock exchanges. 
The governing committees have in 
turn appointed exchange auditors or 
consulting auditors who issue detailed 
instructions to the auditors of the in- 
dividual stockbrokers. These de- 
tailed instructions set forth the mini- 
mum audit requirements and the 
forms and reports which the broker’s 
auditor is required to submit to the 
exchange auditors. It is the intention 
of this article to discuss briefly the 
procedures necessary to comply with 
the minimum audit requirements. 
The main purposes of the audit of a 
stockbroker are: 

1. To determine that the broker is 
solvent and has sufficient working 
capital. 

To ensure that the broker is not 
using any safekeeping or free se- 
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curities as collateral against loans 
or for delivery against short sales. 

8. To see that the broker is abiding 
by the margin requirements of the 
various stock exchanges. 

Each member broker of the above- 
mentioned exchanges has a fixed audit 
date, known as the annual audit. In 
addition each member of the Mon- 
treal Stock Exchange and Canadian 
Stock Exchange has a surprise audit 
during the course of the year. The 
members of the Toronto Stock Ex- 
change file a surprise questionnaire 
which is prepared by the member 
firm in lieu of the surprise audit. As 
the term “surprise audit” implies, no 
advance warning can be given to the 
broker and the auditor's preparations 
cannot be as extensive as for the an- 
nual audit. 

In conducting the audit of a stock- 
broker, it is imperative that the audi- 
tor control the securities in the brok- 
er’s possession and certain of the 
essential records until the securities 
are balanced and accounted for, and 
the balances in the ledgers have been 
checked to the trial balances and 
schedules. In order that these may 
be released from control as quickly 
as possible some advance prepara- 
tions for the audit should be made. 
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Audit at Fixed Date 


Before the audit of fixed date the 
auditor should arrange with the 
broker for the latter’s staff to prepare: 
1. A list in duplicate of the names 

of all securities in the security 
ledgers, one copy to be used as a 
box count sheet and one copy as 
a price list. 

2. Letters in duplicate to banks, trust 
companies and other lenders re- 
questing confirmation of call loans 
to the auditor and to include the 
amount of loan, rate of interest 
and securities held as collateral. 

8. Confirmations for accounts with 
other brokers. 

4. Letters to depositaries instructing 
that, during the period of the 
audit, no access to the broker’s 
safety deposit box be permitted 
except in presence of designated 
persons on the auditor's staff. 

5. Letters to bankers requesting that 
bank statements and_ relative 
cheques and vouchers be mailed 
direct to the auditor's office during 
the two-week period following the 
commencement of the audit. 

6. Position slips, in duplicate, for all 
clients’ accounts. 

7. Confirmation forms for all part- 
ners, staff and firm accounts. 


Surprise Audits 


If the audit is a “surprise audit” 
less advance preparation can be 


made, but all necessary blank station- - 


ery, envelopes, etc. should be assem- 
bled. Lists for the box count and 
price lists may be prepared from the 
previous audit working papers leav- 
ing sufficient spaces for the names of 
additional securities. 


Procedure 
On arrival at the broker’s office on 
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the audit date, one or more of the 
audit staff should immediately take 
control of the cage and list all securi- 
ties going in and out during the 
course of the count, list all securities 
in the outgoing registered mail to- 
gether with the name and address of 
clients, take over and list all receipts 
for securities in transfer, and count 
cash on hand. 


The count of securities should be 
started as soon as possible and suffi- 
cient staff should be available to com- 
plete the count quickly and accurate- 
ly. Particular attention should be 
paid to the segregation of securities 
in the box which normally include 
the following categories: 

1. The “Ordinary” box contains se- 
curities held for firm account or 
for clients’ margin accounts. 

2. “Safekeeping” securities are those 
held by the broker as a special 
service for his clients. Each certi- 
ficate must be tagged with the 
owner’s name and clearly marked 
or segregated as being in “safe- 
keeping”. “Safekeeping” securi- 
ties may not be taken out of safe- 
keeping without specific instruc- 
tions from the client. Such in- 
structions should be in writing, or 
if given orally, be acknowledged 
by a broker’s note. 

8. “Free” securities are securities 
held by a broker for a client who 
does not owe any money to the 
broker. The regulations regard- 
ing segregating of “Free” securi- 
ties vary between exchanges and 
the auditor should examine the 
regulations of the exchange con- 
cerned. 

The auditor in charge of the cage 
should follow up all securities in 
transfer and preferably send a junior 
along with the broker’s messenger 
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AUDIT OF STOCKBROKERS’ ACCOUNTS 


when collecting securities from the 
transfer agents. Any securities which 
have been returned in private name 
should be noted and not included 
when margining the client’s accounts. 
Any local transfers not completed 
after three days, and all out-of-town 
transfers should be confirmed by let- 
ter. 


Security Ledgers 

When the count of the box has 
been completed, the next step is to 
balance the security ledgers. The 
“short” side of the ledger will normal- 
ly show the following locations of 
securities: 

Box — ordinary 

Box — free securities 

Box — safekeeping 

Transfer 

Call loans — (Banks and trust com- 

panies ) 

Due from brokers (failed to receive) 

Clients 
The “long” side of the security ledger 
will show the following classifications 
of ownership of the securities: 

Due to brokers (failed to deliver) 

Clients 

Firm and partners 

Unclaimed stock dividends 

The securities shown on the dupli- 
cates of clients’ position slips, broker’s 
accounts, call loans, the box count 
and securities in transfer list will 
have to be checked against the secur- 
ity ledgers. It is probable that differ- 
ences will arise between the security 
ledger and the securities listed on 
the clients’ accounts etc. It is advis- 
able to have one person on the audi- 
tor’s staff designated to clear all 
differences and make any recounts 
of securities in the box that may be 
necessary. When the security ledgers 
are finally balanced, control of the 
box may be relinquished. It is the 


471 


practice of some auditors to relin- 
quish control of the box as soon as 
the box count has been agreed with 
the security ledgers but, if possible, 
it is desirable to retain control of the 
box until the security ledgers are 
fully balanced. 


Mailing of Statements 


The instructions issued by the ex- 
change auditors require all balances 
and security positions except clients’ 
accounts to be positively confirmed; 
clients’ statements must have a re- 
quest stamped on or attached asking 
that all differences or errors be re- 
ported direct to the auditor. The 
original statements (the duplicates 
being retained by the auditor and 
checked to the security ledgers men- 
tioned above) for clients and other 
brokers and call loan confirmations 
should be mailed by the auditor’s 
staff in the auditor’s envelopes. A 
statement should be mailed to every 
client with a money balance or secur- 
ity position. Occasionally clients 
have requested brokers to retain their 
statements until called for at the 
broker’s office. The auditor should 
list separately all such clients’ state- 
ments not mailed and either deliver 
the statements to the clients personal- 
ly or give them to a partner of the 
broker’s firm for delivery. A positive 
confirmation should be obtained for 
all such statements that are not mail- 
ed. Before the clients’ statements are 
mailed, the addresses should be 
checked against the addresses of the 
brokers’ staff as one check against 
fictitious accounts. 


Margining Accounts 

As shown on the following page, 
a price list should be prepared for 
all securities carried by the broker. 
This list should contain a column 











Source of 


Security Price 


Abitibi Paper — com. T.S.E. - L.S. 
Abitibi Paper — pfd. T.S.E. -B. 
Acadia Sugar T.S.E. - L.S. 


to show the sources of the price 
and if it is a last sale price or a 
bid. The second column should show 
the actual price. The third column 
should show the market price used 
and eliminate small fractions. The 
fourth column should show the mar- 
gin value of the security calculated in 
accordance with regulations of the 
exchange concerned. The first and 
second columns should be completed 
by the broker’s staff and checked by 
the auditor who will extend the third 
and fourth columns. The elimina- 
tion of minor fractions at this time 
will save considerable time and error 
when pricing and extending security 
values. If unlisted securities are car- 
ried in a client’s account a bid price 
should be obtained from an independ- 
ent broker. 


The securities on the duplicates of 
the clients’ position slips can then be 
priced and extended and the money 
balances marked on the slips. The 
position slips can now be sorted into 
margined, undermargined, partly se- 
cured or unsecured classifications. It 
should be remembered that all ac- 
counts belonging to the same client 
should be combined when deter- 
mining the margin classification. All 
undermargined, partly secured and 
unsecured accounts should be _ re- 
viewed by the auditor before finally 
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27% 27 
26% 26 
9% 9 





completing the audit and any changes 
in the margin condition noted. 
Security positions with other brok- 
ers and dealers and securities lodged 
with banks and trust companies as 
collateral for call loans need only be 


valued at market. It is necessary 
to review the accounts of other brok- 
ers to determine if all open trades at 
the audit date have been settled with- 
in thirty days. Any trades which re- 
main unsettled should be investigat- 


ed. 


General 

In addition to the items in the bal- 
ance sheet which have security bal- 
ances as well as dollar balances, the 
following accounts will require the 
attention of the auditors. 


Cash 


All cash on hand must be counted 
at the start of the audit. Bank ac- 
counts should be reconciled at the 
date of the audit and a second re- 
conciliation made two weeks after 
the audit date and bank confirmations 
obtained at both dates. As _ pre- 


viously mentioned the auditor should 
arrange to have the cancelled cheques 
and bank statements sent directly to 
him during this period. The cash 
transactions for the two weeks prior 
to the audit date and for the interval 
between the two bank reconciliations 
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AUDIT OF STOCKBROKERS’ ACCOUNTS 


should be carefully scrutinized for 
unusual items. Any notes discounted 
and not paid or returned unpaid 
should be noted and the securities at- 
tached margined in the usual man- 
ner. 


Accounts Receivable 

Accounts receivable normally con- 
sist of advances to employees, cash 
deposits and dividends claimed. Con- 
firmations should be obtained for ad- 
vances to employees and cash de- 
posits. These items are excluded 
however when determining the excess 
of current assets over liabilities. 
Dividend claims will be discussed 
later. 


Stock Exchange Seats 

A schedule should be prepared 
showing the book value of the seats 
held by the broker on the various 
exchanges. Letters of confirmation 
should be obtained from the exchang- 
es indicating the partners in whose 
names the seats are registered togeth- 
er with a statement of any liens or 
encumbrances that may be registered 
against them. 


Prepaid and Deferred Charges 

Prepaid and deferred charges 
should be verified. Frequently they 
include insurance premiums and the 
policies should be examined to see if 
the coverage and amounts are ade- 
quate and comply with the regula- 
tions of the exchange. 


Unclaimed Dividends 


Practically every broker will have 
an account for unclaimed dividends. 
These unclaimed dividends result 


from receiving dividends on share 
certificates registered in the broker’s 
name which have been delivered to 
other brokers. The Income Tax Act, 
s. 47(4) and (5) now imposes a tax 
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of 25% on all unclaimed dividends 
received by a broker in the period 
of twelve months immediately preced- 
ing the broker’s taxation year. When 
paying dividend claims it is essential 
to see that only the net amount is 
paid on the claim if the dividend has 
been subject to the 25% tax. The 
auditors should also review the inter- 
nal control on unclaimed dividends 
as there have been cases where un- 
claimed dividends have been diverted 
to the credit of employees’ accounts or 
to fictitious accounts operated by 
employees. If there are any debit 
balances in the unclaimed dividend 
ledger the auditor should see that 
dividend claims have been made 
against the broker who owes the divi- 
dend and that the dividend is re- 
ceived before the audit is completed. 


Accounts Payable and Accrued 
Liabilities 

The auditor must take the usual 
precaution to see that all liabilities 
have been set up or provided for in 
the balance sheet. The review of the 
cash book for the period following 
the audit date will frequently dis- 
close items which should be included 
as payables at the audit date. Accru- 
als should be checked and compared 
with those of the previous audit. 


U. S. Exchange 

A comparison of the balances re- 
ceivable and payable in U.S. dollars 
should be made. If the difference 
is material, provision should be made 
for the exchange on balance. 


Capital Accounts 

A schedule should be prepared 
showing the continuity of the part- 
ners capital accounts for the period 
and that the balances are in accord- 
ance with the partnership agreement. 
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If the stockbroker is incorporated, it 
will be necessary to examine the let- 
ters patent, by-laws, minutes and the 
shareholders’ ledger. Occasionally a 
corporation might issue debentures as 
well as capital stock. When this is 
the case, the debenture holders have 
to sign a subordination agreement in 
favour of the other creditors of the 
company. 


Internal Control 

A careful review of the system of 
internal control by the auditor and 
his report on any weaknesses found 
can be of great service to the broker. 
If the broker is a member of the 
Stock Exchange or the 


Montreal 


A LAYMAN’S GLOSSARY OF ACCOUNTING TERMS 
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Canadian Stock Exchange, the audi- 
tor must send a copy of his report 
on internal control to the consulting 
auditor. The easiest method of evalu- 
ating the effectiveness of internal 
control is by means of a questionnaire 
and there is an excellent question- 
naire on stockbrokers’ accounts and 
procedures in the seventh edition of 
Montgomery's Auditing. 


The auditor must remember at all 
times that although his fee is paid 
by the broker, his report is to the 
exchanges whose desire is to protect 
the investing public and to ensure 
that their members adhere to the by- 
laws and rules of the exchanges. 





















Spotlight on Prospectuses 


(Part IT) 


Cc. W. LEACH 


ANOTHER TECHNIQUE adopted by un- 
derwriters in the early stages of cer- 
tain underwritings, even before the 
underwriting agreement has been 
signed, is to discuss the proposed is- 
sue with one or more institutional 
buyers, in other words, with the in- 
vestment officers of insurance com- 
panies. This would be done only 
with the issuing company’s permis- 
sion. In this way the characteristics 
of the security may be developed and 
designed to meet the wishes, views or 
requirements of the prospective buyer 
in the event that the issue will depend 
heavily on the institutional market. 
In fact, it is an open secret that such 
issues are sometimes unofficially sold 
in part or even in their entirety be- 
fore the prospectus is issued or even 
the earlier formalities completed. 
This, however, takes the form of a 
private placement rather than a pub- 
lic distribution, and price spreads and 
syndicating arrangements are conse- 
quently different. 


The largest institutional buyers are 
of course the insurance companies 
whose investment powers are limited 
by the Canadian and British Insur- 
ance Companies Act. This Act pro- 
vides that insurance companies doing 
business in Canada may invest their 


funds only in certain ways. The se- 
curities so authorized include govern- 
ment and municipal bonds, deben- 
tures and other forms of indebted- 
ness; similar securities secured by 
Government of Canada or provincial 
subsidy or similar payment; corpora- 
tion bonds fully secured upon real 
estate or plant of the corporation used 
in the transaction of its business; 
equipment trust certificates of rail- 
ways; bonds debentures or other in- 
debtedness of a corporation that has 
paid the specified dividend upon all 
of its preferred shares for five years 
or a common dividend of at least 4% 
on the paid up value of its common 
shares for a similar period; bonds de- 
bentures or other forms of indebted- 
ness of a corporation where the earn- 
ings for five years have been equal 
in total to at least ten times the in- 
terest requirements and in any four 
of the five years have been equal to at 
least one and one-half times such re- 
quirements; preferred shares of a cor- 
poration that has paid the full divi- 
dend for at least five years on all its 
preferred shares or a dividend of at 
least 4% on its common shares for 
the same period; and common shares 
of a corporation that has paid a divi- 
dend of at least 4% for seven years. 
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This is an abbreviated description of 
the investments authorized but is suf- 
ficient to indicate the characteristics 
which are required in corporation se- 
curities in order that they may qual- 
ify. 

Other institutional buyers include 
trust companies, pension funds and 
investment trusts. Trust companies 
are limited in the manner in which 
they may invest either their own 
funds or their trust funds. For 
example, The Trust Companies Act 
of Canada limits the investment of 
trust money by companies incorpor- 
ated under its provisions to govern- 
ment and municipal securities or first 
mortgages upon improved freehold 
real estate in Canada, whereas trust 
companies may invest their own funds 
in a list of securities roughly compar- 
able to those which are allowed to 
insurance companies. The provincial 
Trust Companies Acts and provincial 
requirements as to the investment of 
trust funds must also be observed. 


Chartered banks may also be in- 
cluded in the broad category of in- 
stitutional buyers but since their in- 
vestment policy must, generally speak- 
ing, be limited to securities of rela- 
tively early maturity they are not 
prospects for the average security is- 
sue, except to a rather limited extent 
when they buy part of an issue for 
matters of business policy, specifical- 
ly, to encourage the company to do its 
commercial banking with a particular 
bank. The interest of the chartered 
banks in the securities market is 
therefore primarily in the high grade 
issues, particularly government bonds 
at the three levels of government ac- 
tivity — federal, provincial and muni- 
cipal. They participate as members 
of banking and selling groups in the 
underwriting of these securities and 
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become buyers for their own account 
on the open market when these issues 
come close to their maturity dates, 
broadly speaking within five years 


thereof. Since short-term money in 
these circumstances carries a low 
yield, the market price of bonds will 
increase somewhat and _ probably 
reach a premium before coming back 
to par as they approach maturity, so 
that the banks will buy at an approp- 
riate price for a small yield and other 
investors will be prepared to sell at 
a good price for reinvestment in se- 
curities carrying a higher yield for a 
longer term. Municipal issues are 
nearly always in the form of serial 
bonds running up to, say, 20 years 
and the chartered banks buy the ear- 
lier maturities at the time of the orig- 
inal issue. 


Statutory Requirements 

A prospectus usually consists of 
four parts: (1) a summary of infor- 
mation on the first page, (2) a more 
or less lengthy statement as to the na- 
ture of a company’s business and fi- 
nances, usually in the form of a let- 
ter from an executive officer of the 
company, (3) financial statements 
consisting of an earnings report and 
a balance sheet sometimes supple- 
mented by a pro forma balance sheet, 
and (4) where appropriate a recita- 
tion of certain required information 
referred to as “statutory information”. 
The two latter items, namely the fi- 
nancial statements and the statutory 
information, may be referred to as the 
statutory requirements of a prospec- 
tus. 


The Companies Act 1934 


Probably a good majority of our 
prospectuses are for companies in- 
corporated under the Dominion Com- 
panies Act and it is appropriate to 











SPOTLIGHT ON PROSPECTUSES 


review first the requirements of that 
Act. The so-called statutory informa- 
tion is of limited interest to account- 
ants, or, indeed, to anyone, since it 
consists largely of a recitation of in- 
formation of a general nature, con- 
cerning the company and the securi- 
ties issued or to be issued by it. 


There are, however, two items or 
groups of items which may be said to 
relate to the financial statements. The 
first is that the prospectus must state 
the minimum amount which in the 
opinion of the directors must be 
raised by an issue of shares in order 
to provide (a) the funds required for 
the purchase price of any property to 
be purchased, (b) the preliminary 
expenses payable by the company, 
(c) commissions payable in connec- 
tion with the issue of shares, (d) 
the repayment of any moneys bor- 
rowed for the foregoing purposes, and 
(e) the repayment of bank loans, if 
any. All these matters may, accord- 
ing to circumstances, have a direct 
or indirect relationship to the com- 
pany’s balance sheet and in a broad- 
er sense to the soundness of the trans- 
action and the ability of the company 
to carry through its plans. 


One item perhaps deserves special 
mention and that is the reference to 
the preliminary expenses payable by 
the company since these expenses may 
be incorporated in a pro forma bal- 
ance sheet appearing elsewhere in the 
prospectus. It is understood that the 
expression “preliminary expenses” is 
interpreted to mean those expenses 
which are necessary to launch the 
company as distinct from those ex- 
penses which may be necessary to put 
under way any business which the 
company proposes to undertake. In 
other words preliminary expenses are 
those commonly referred to as organi- 
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zation expenses and not preproduc- 
tion or setting up expenses of any 
business operation. As already indi- 
cated, prospectuses for new business 
are, in any event, rare. 

The other items of statutory infor- 
mation in which the accountants have 
a direct interest are the statements of 
the particulars of any property ac- 
quired or to be acquired out of the 
proceeds of the issue and of material 
contracts other than those in the nor- 
mal course of business. It is natural- 
ly desirable that the information sub- 
mitted in reply to these questions 
should be consistent in so far as pos- 
sible with the disclosure in the bal- 
ance sheet of any commitments which 
the company has undertaken. 

All this required information must 
be contained in a separate part of 
the prospectus commencing with the 
words “statutory information” in con- 
spicuous type. 

The statutory requirements of prim- 
ary interest to accountants are of 
course the financial statements. These 
requirements are as follows: 


(1) THE BALANCE SHEET 


The prospectus must of course con- 
tain a balance sheet of the company, 
or (to paraphrase the words of the 
Act) if the company has any subsidi- 
aries, a consolidated balance sheet of 
the company and all of its subsidi- 
aries, as at the end of the last com- 
plete financial year of the company 
or as at a date not more than 120 
days prior to the issue of the prospec- 
tus whichever is the later; this bal- 
ance sheet must be “certified by the 
company’s auditors”. 

Three points arise from this. First 
of all if there are any subsidiary com- 
panies they must be consolidated and 
there is no provision for the exclusion 
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of any subsidiaries other than by 
Court order, which indeed must be 
obtained for any deviation from the 
laid down requirements. (A subsid- 
iary company is defined elsewhere in 
the Act as being one of which more 
than 50% of the voting stock is own- 
ed.) Secondly, the balance sheet 
must not be more than 120 days old 
and this will require the preparation 
of a special balance sheet if the pros- 
pectus is being issued during the lat- 
ter two-thirds of the company’s fiscal 
year. Thirdly, it is the company’s 
auditors who must report on the bal- 
ance sheet, there being no provision 
under this particular clause for the 
engagement of other accountants. In 
this connection the word “certified” 
is by usage ignored and a report in 
the same general form as the auditors’ 
report to the shareholders (an expres- 
sion of opinion) has become usual. 


There is also a requirement that 
every balance sheet or certificate of 
the company’s auditors shall — 


a) state the total amount of arrears 
of preferred dividends, if any, and 
the date from which such arrears 
commenced to accrue; 
state the manner in which fixed 
assets have been valued and if 
valued in accordance with an ap- 
praisal the date of the ap- 
praisal and the name of the ap- 
praiser; 
if in the opinion of the auditors 
the reserve for depreciation is in- 
adequate, contain a statement to 
that effect; 
if the auditors are not satisfied as 
to the adequacy of the reserve for 
bad and doubtful accounts, con- 
tain a statement to that effect; 
contain a statement as to the man- 
ner in which the value of the in- 
ventory has been determined, and 
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if in the opinion of the auditors, 
the value shown exceeds market 
value, contain a statement to that 
effect. 


Consideration of these factors 
would be routine with most account- 
ants but they should be dealt with in 
exactly the terms of the Act in order 
to give technical compliance. One 
cannot help wondering now why em- 
phasis was placed on these particular 
points, but perhaps they are indica- 
tive of the atmosphere which existed 
at the time that the Act was written, 
namely in 1934. 


An Additional Requirement 


There is an additional requirement 
for the balance sheet of a company 
which has not been carrying on busi- 
ness for more than one year and 
which has acquired another business. 
It is that there must also be a state- 
ment, again certified by accountants 
(not necessarily the auditors of the 
issuing company) “specifying the na- 
ture and the value as shown by the 
books of such business of any moneys 
or other assets of such business ex- 
cluded from such acquisition or dis- 
tributed or disposed of otherwise than 
in the ordinary course within six 
months of such acquisition”. 

This transaction is not often met 
and consequently the requirement is 
one which could easily be overlooked. 
Its purpose is evidently to require dis- 
closure of the circumstances surround- 
ing a type of company promotion 
which was fairly popular in the 1920’s. 
By it the promoter would acquire all 
the shares of a prosperous company 
and cause that company to resell its 
operating properties and assets to a 
new company the shares of which 
would in turn be sold to the public, 
the cash and marketable securities 
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held by the first company being left 
in the hands of the promoter; this 
clause would bring such a transaction 
to light. For some reason it was not 
considered necessary to report on the 
transaction if it was more than a year 
old, presumably because such a lapse 
of time would put it in the category 
of a bona fide transaction as opposed 
to a promotional plunder. 


(2) THE EARNINGS REPORT 


The second portion of the account- 
ing requirements is the report on pro- 
fits or the “earnings report” as it is 
popularly known. The requirement 
is for “a report by the auditors of the 
company with respect to the profits of 
the company and the nature and 
source thereof, or the losses of the 
company as the case may be in re- 
spect of the latest completed financial 
year of the company and of the two 
preceding financial years, year by 
year .... and all its subsidiaries”. The 
following points arise from this: 


a) A report is required, not a state- 
ment; thus the material need not 
be confined to figures and any ex- 
planatory comments are more ap- 
propriate as text in a report than 
as footnotes. 

b) The report must be by the audi- 
tors of the company, there being 
no provision for a report by in- 
vestigating accountants; if it is 
desired to bring in a stronger firm 
for this purpose their name, how- 
ever, can be used jointly with that 
of the auditors. 

c) There should be a reference to the 
nature and source of the profits, 
something which tends to be over- 
looked; technical compliance can 
be obtained by using a caption for 
the first column of figures such as 
“gross (or net) revenue from 
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manufacture and sale of the com- 

pany’s products”. 

The results must be stated year 

by year and not totalled or averag- 

ed; this principle is now fully 
recognized in practice and no 
longer presents any difficulties. 

e) If there are any subsidiary com- 
panies, their results must be con- 
solidated or at least included in 
the report. 

A separate and similar report is al- 
so required in respect of any business 
which is to be acquired directly or 
indirectly out of the proceeds of the 
securities offered. In this connection 
it is provided that such a report may 
be made by “accountants who shall be 
named in the prospectus”. This leaves 
the arrangement sufficiently flexible 
so that the report can be made by 
either the auditors of the acquired 
company or by the auditors of the ac- 
quiring company or for that matter 
any other accountants. In practice 
the auditors of the acquired company 
usually make the report which is 
quoted in the report of the auditors 
of the company issuing the prospec- 
tus. 

Finally there is a stipulation that 
every report with respect of profits — 
a) shall show separately any profits 

which in the opinion of the audi- 
tors or accountants are of a non- 
recurring nature, 

shall exclude unrealized profits, 

and 

shall show the profits after income 
taxes actually paid or payable or 
estimated if the amount has not 
been finally determined in those 
cases where shares of the company 
are being offered. 

In practice it is seldom necessary 

to report on non-recurring profits. It 

is very difficult to arrive at a deci- 
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sion as to whether or not any profits 
of the company are in fact “non-re- 
curring”. The fact that a particular 
type of profit is not part of a com- 
pany’s normal line of endeavour does 
not necessarily mean that it is non- 
recurring. Profits on sales of capital 
assets, for example, may occur from 
time to time, as may losses also, but 
these profits and losses may be in 
fact nothing more than the account- 
ing recognition of inaccuracies in de- 
preciation provisions. Gains or losses 
on sales of investment may occur from 
time to time especially if the company 
has surplus liquid resources which 
must be invested. A third example 
would be the profits or losses realized 
in a segment of the business which 
has been disposed of; if the proceeds 
of the sale of such business have been 
utilized even more profitably in the 
continuing part of the company’s 
business it is scarcely fair to consider 
such profits as being of a non-recur- 
ring nature. 


The Companies Act does not in fact 
require that non-recurring profits be 
eliminated but rather that they be 
segregated and identified in the re- 
port. It is believed that many ac- 
countants exclude them from the earn- 
ings report because the profits rea- 
lized or losses incurred were large 
enough to have been carried to sur- 
plus account at the time of their rea- 
lization or perhaps because they were 
not subject to income tax, an even 
weaker reason. It would seem advis- 
able that in normal cases all profits 
and losses be included and that where 
any items are of an extraordinary na- 
ture they be carried in a separate 
column in the earnings statement. In 
those cases where profits or losses are 
clearly of an extraordinary character 
and so large as to cause distortion if 
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included in the earnings statement, 
they should be excluded and describ- 
ed in the footnotes to the statement. 
An example of this would be a large 
profit or loss on a major sale of plant. 


The adjustment of income taxes to 
the amounts actually assessed in re- 
spect of the various years is on the 
other hand an adjustment which has 
become fully recognized in practice. 


C.1.C.A. Recommendations on the 
Companies Act 


In 1953 a committee of the Cana- 
dian Institute of Chartered Account- 
ants submitted a report on the Do- 
minion Companies Act making ex- 
tensive recommendations for the im- 
provement of the Act in so far as ac- 
counting matters are concerned. The 
following are the more important re- 
commendations as regards the pros- 
pectus provisions: 


a) That since consolidated financial 
statements do not always present 
the fairest picture, consolidated 
statements ought not to be a man- 
datory requirement and that it 
should be left to the issuing com- 
pany to decide whether the state- 
ments should be consolidated or 
not or to what extent, provided 
that if financial information with 
respect to any subsidiary compan- 
ies is omitted, the figures should 
be stated separately together with 
the reasons for their exclusion; 

b) That the contents of the balance 
sheet should be governed by the 
same statutory requirements as ap- 
ply to the annual balance sheet; 
That the auditors’ report should 
be subject to the same statutory 
requirements as the report on the 
annual statements; 
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d) That the prospectus should in- 
clude a balance sheet of any busi- 
ness to be acquired; 

e) That the earnings statement 
should be for a minimum of five 
years and should include the pro- 
fits for any broken period up to the 
date of the balance sheet included 
in the prospectus; 

f) That the earnings statement should 
contain at least the following items 
for each year: 

i. operating profit or loss 

ii. provision for depreciation and 
depletion 

iii. interest on funded debt includ- 
ing amortization of financial 
expense 

iv. income taxes 

v. provision for minority interest 
in profits 

vi. net profit or loss. 
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It is also recommended that non- 
recurring or exceptional profits or 
losses should be stated separately or 
commented upon by way of note, and 
that there should be a statement as 
to the effect of any change in account- 
ing principle or practice or in the 
method of applying any such principle 
or practice which affects the compara- 
bility of any item. 

A suggested text for the appropriate 
section of the Act reflecting the fore- 
going and other recommendations ap- 
peared in the report. It is interesting 
to observe that the committee did 
not recommend the disclosure of sales 
or gross revenue in either the annual 
accounts or the earnings report. This 
has of course been a contentious point 
for many years and is a requirement 
that has been adopted in the United 
States. 

(To be continued) 


THE MASTER-WORD 
Sm WrLtiAM OSLER 


Though a little one, the master-word looms large in meaning. It is the 
“Open Sesame” to every portal, the great equalizer in the world, the true 
philosopher’s stone which transmutes all the base metal of humanity into 
gold. The stupid man among you it will make bright, the bright man 
brilliant, the brilliant student steady. With the magic word in your heart all 
things are possible, and without it all study is vanity and vexation. The 
miracles of life are with it; the blind see by touch, the deaf hear with eyes, 
the dumb speak with fingers. To the youth it brings hope, to the middle- 
aged confidence, to the aged repose. True balm of hurt minds, in its 


presence the heart of the sorrowful is lightened and consoled . . . . Not only 
has it been the touchstone of progress, but it is the measure of success in 
everyday life . . . . The master-word is WORK. 





Canadian Tax Conference Record Attendance 


Nearly five hundred people, includ- 
ing some one hundred and fifty ac- 
countants, attended the Ninth Tax 
Conference of the Canadian Tax 
Foundation on November 7 and 8. 
After a lapse of five years, the Con- 
ference was again held in Toronto, 
and the increased interest taken in 
the work of the Foundation was evi- 
denced not only in the record at- 
tendance but also in the fact that 
every Province in Canada, except 
Prince Edward Island, was repre- 
sented. 

J. A. Wilson, F.C.A., Chairman of 
the Board of Governors of the Foun- 
dation, presided over the opening ses- 
sion on Monday morning. This was 
divided into two parts, one dealing 
with the 1955 Tax Highlights in Can- 
ada and the other with recent Ameri- 
can and British Tax Developments. 
Addrésses were given by L. C. Frew- 
in, C.A. and Henry White, Q.C., rep- 
resenting the accountants and the 
lawyers respectively. Mr. Frewin, 
Chairman of the Taxation Committee 
of The Canadian Institute of Chart- 
ered Accountants, touched upon the 
various recommendations made to the 
Minister of Finance by the Joint Tax- 
ation Committee of The Institute of 
Chartered Accountants and the Can- 
adian Bar Association. Mr. White, 
Chairman of the Taxation Section of 
the Canadian Bar Association, gave a 
review of some of the more interest- 
ing tax cases heard by the Board 
and the Courts during 1955. 

In the second part of the session, 
Eugene Oakes of the U.S. Treasury 
gave an appraisal of certain features 
of the new U.S. Internal Revenue 


Code; and Harvey Perry, Director of 
the Foundation, discussed the report 
of the Royal Commission on the Tax- 
ation of Profits and Income in the 
United Kingdom. 

Monday afternoon and Tuesday 
morning were devoted to panel dis- 
cussions on various subjects. Five 
panels ran simultaneously — three on 
income tax, one on death duties and 
one on sales tax. 

The session on Tuesday afternoon 
dealt with the question of Control of 
Government Expenditure. John J. 
Deutsch, Assistant Deputy Minister 
of Finance, said that during the last 
fifteen years government spending 
had risen tenfold, and that two-thirds 
of the present outlay is being spent 
on new governmental functions which 
have been assumed since the out- 
break of war in 1939 — largely de- 
fence and social welfare. A. J. E. 
Child, Vice-President of Canada Pack- 
ers Limited, strongly advocated the 
establishment of a Royal Commission 
to examine the necessity for our great- 
ly increased government expenditure, 
and questioned the need for expendi- 
ture on such activities as the National 
Employment Service, the National 
Film Board and the Canadian Broad- 
casting Corporation. He also felt that 
administration costs could and should 
be greatly reduced, stating that “... 
any one in the government or out of 
it would agree that some duplication, 
waste and inefficiency might very well 
be present in expenditures of this 
magnitude”. He further suggested 
that a committee of senior civil ser- 
vants study industrial methods of 

(Continued on page 490) 
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TAX PROBLEMS ON PURCHASE OR SALE OF A BUSINESS PANEL 
Leit to Right: Jacques Tetrault, Montreal; J. E. Langdon, Toronto; A. Willard Hamilton, 
C.A., Montreal; Campbell W. Leach, C.A., Montreal. 


POSTWAR BUSINESS TAXATION DEVELOPMENTS PANEL 
Left to Right: J. S. Innes, C.A., Toronto; H. Heward Stikeman, Q.C., Montreal; H. E. 
Crowell, C.A., Halifax; H. P. Herington, F.C.A.. Toronto. 


FEDERAL-QUEBEC RULES FOR ALLOCATION OF CORPORATE PROFITS PANEL 
Left to Right: J. C. Wilson, C.A., Montreal; Roger Letourneau, Q.C., Quebec; 
A. K. Eaton, Ottawa; E. H. Ambrose, C.A., Hamilton. 
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CONTROL OF GOVERNMENT EXPENDITURE PANEL 
Left to Right: A. J. E. Child, Vice President, Canada Packers Ltd., Toronto; John J. 
Deutsch, Assistant Deputy Minister of Finance, Ottawa; M. Gerald Teed, Q.C., (Chair- 
man); W. Ross Thatcher, Ind. Member of Parliament, Moose Jaw-Lake Centre, Sask. 
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New Fields for the Chartered 
Accountant 


HON. H. deM. MOLSON 


To LAUNCH into a critical review of 
the state of the profession, a chartered 
accountant holding a managerial posi- 
tion in industry might look first at the 
question of student training. Does the 
training and experience received by 
a C.A. student prepare him adequate- 
ly for industrial work and, in par- 
ticular, for executive accounting 
duties? Many would say that while 
the training is as good or better than 
that obtained in any other field, there 
is still room for improvement. 


Suggestions for Improvement 
of Student Training 

One suggestion which might be 
examined is to plan a program of 
rotation of duties, clients and super- 
visors for the student during his peri- 
od of apprenticeship, so that he may 
benefit from the broadest experience 
possible. Admittedly that is practic- 
able only in the larger accounting 


firms, but even in these firms it is - 


now the exception rather than the 
rule. There are, understandably, 
limitations imposed by the problems 
of internal organization involved in 
such a program, but the benefits which 
could be obtained are of such import- 
ance, not only to the student but to 
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his employer, that a serious effort 
should be made to develop this pro- 
cedure. 


In 1946 the English Institute adopt- 
ed measures to permit those serving 
articles to spend a period not exceed- 
ing six months in the office of an in- 
dustrial company, so long as they are 
under the supervision of a qualified 
accountant while there. It is a matter 
of regret that this permission has not 
been sought on many occasions, al- 
though the practice is gradually in- 
creasing. There can be no doubt that 
in many cases it would be an advan- 
tage for the student to have this ex- 
perience. It would provide him with 
an opportunity of getting behind some 
of the records which he has seen only 
in summary or report form previously 
and of familiarizing himself with the 
routines and structure of an indus- 
trial organization. It would also make 
it possible for him to do something 
for himself, rather than just check 
the work of others. This action of 
the English Institute is recommended 
for serious consideration by the pro- 
vincial Institutes in Canada. 


It has been said frequently that the 
chartered accountants’ course of in- 
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struction, as it exists, does not provide 
sufficient grounding in the liberal arts. 
Perhaps a course in the English 
and/or French languages and liter- 
ature, and in report writing, in addi- 
tion to or in replacement of one of 
the basic courses now offered, would 
be at least a partial answer to this 
criticism. But one cannot generalize 
too far on this point because of the 
extreme variations in the education 
of the individual student before he is 
exposed to the C.A. course. 


Client Advisory or Management 
Consulting Services 

It is of course a truism that the 
normal audit today differs vastly from 
the audit of 20 years ago. Time was 
when the shareholders’ auditor not 
only prepared the company’s financial 
statements but he might first have 
done all the preparatory posting of 
ledgers, journals and so forth. By 
and large this is now a thing of the 
past. Today business accounting has 
progressed to a point where the ordin- 
ary financial statements, that is, those 
for the shareholders, are in most cases 
prepared by the client’s own staff. The 
large bulk of the detailed checking 
and vouching work has been discon- 
tinued and has been replaced by in- 
telligent test-checking, by reviewing 
and improving the existing systems of 
internal checks and controls, and by 
verifying balance sheet items. During 
the next 20 years the scope and con- 
tent of the annual audit will undoubt- 
edly change even more. 

Speaking generally, industry ex- 
pects more from its auditors than a 
“check and tick” operation leading to 
the production of financial statements 
substantially the same as those already 
prepared by the client’s accounting 
staff. It expects more and, of even 
greater importance, it needs more. 


It is evident then that a some- 
what dreary future will lie in store 
for the auditor who is content to do a 
routine checking job to fulfil the re- 
quirements of the Companies Act. It 
is also evident that those in the pro- 
fession who are not content to stand 
still are thinking of new fields to 
conquer. Where should they look? 


At present the field of management 
counsel has been pre-empted in large 
measure by management consultants 
almost by default. Of course it is 
readily admitted that the engineers 
and other specialists in particular sub- 
jects are the best qualified to handle 
plant problems such as layout, materi- 
als handling, wage structures and so 
forth, but there is no need to leave 
to them any of those problems di- 
rectly concerned with accounting op- 
erations. It certainly seems that 
chartered accountants as a group have 
underplayed their competence in this 
field. In such areas as systems and 
procedures, clerical work simplifica- 
tion, inventory checks and controls, 
forms standardization and _ office 
equipment advice, all of which are 
closely related to the normal audit 
activities, the profession should not 
give up its rightful position of leader- 
ship. 

There would seem to be no reason 
why such special management studies 
as corporate analysis and organiza- 
tional structure, the evaluation of 
executive functions, office job evalua- 
tion, compensation methods and in- 
centive plans, pension and profit shar- 
ing plans and many more of the same 
type should not be offered to almost 
every client. 

However, equally important, pos- 
sibly, as all of these are the many ad- 
visory services or extras that every 
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chartered accountant should be able 
to provide to his client in the normal 
course of carrying out the standard 
audit engagement. It is this sphere 
that presents the best opportunities of 
building up the reputation of the pro- 
fession among the business commun- 
ity. It represents the biggest, and to 
some extent a virtually untouched, 
market for C.A. services over and 


above the regular audit market, and 
it is here that we may see the most 
change during the next few years. 


Effecting Valuable Improvements 

The type of extra service will vary, 
depending on the size of the client 
and the level of competence of the 
client’s accounting staff, but the aud- 
itor from his vantage point, and from 
his experience and observations dur- 
ing the course of audit, should have 
no trouble locating, in the average 
engagement, some area where im- 
provements of value to the client can 
be effected. He might find them 
among the client’s cost analysis and 
cost control procedures, or his sales 
analysis and statistical presentations. 
Again, the members of the profession 
have long been recognized as author- 
ities on matters of taxation. It may 
be, however, that their activities have 
too often been restricted to corporate 
and personal income taxes and that 
they have been inclined to look 
much too superficially over the host 
of sales, excise and special industry 
taxes. 


The high level of tax rates, and 
the variety of taxes levied on industry 
in general today make it fertile 
ground for thorough investigation by 
auditors, to insure that the interpre- 
tations of the law made by clients’ 
staffs do not result in incorrect as- 
sumptions or overpayments. This is 
all the more necessary in the case of 
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certain taxes where the Acts them- 
selves are either incomplete or un- 
clear, or where government regula- 
tions are not published. 


Then there is another field where 
the chartered accountant can be of 
great service. That is in connection 
with budgets and forecasts — in assess- 
ing both the technique and accuracy 
of their preparation, or in improving 


‘their presentation and advising on in- 


terpretation or in the use of the in- 
formation provided thereby. Com- 
plete budgetary control procedures 
are not yet in such wide use here as 
they are in the United States, so 
there would seem to be good oppor- 
tunity to extend value to clients by 
the design and installation of such 
systems wherever they could function 
usefully. 

At this point the question arises as 
to whether or not the profession has 
been slow to adopt the thinking, and 
to some extent the techniques, of the 
comptrollership group in the United 
States, where emphasis has swung 
from historical costs and analyses to 
the adoption of standard costs, fore- 
casting and profit planning. 


Many of us feel a certain inade- 
quacy when we read or hear discus- 
sions of the complexities of standard 
cost accounting systems. It may be 
that we are somewhat behind the 
times in becoming actively interested 
in this field. It may suggest, too, 
that more emphasis should be placed 
on cost accounting techniques and 
interpretations in the prescribed 
course of training for student C.A.’s, 
in order to promote in the chartered 
accountant of the future a greater 
familiarity and understanding of cost- 
ing and forecasting methods and in 
increased proficiency in their applica- 
tion. 
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Financial Statements 


Just recently we discovered that my 
great-great-grandfather had not, in 
fact, bothered to balance his books 
for a span of 20 years. At the same 
time it was perhaps one of the most 
successful periods in the life of our 
business. He did know what he had 
in his strong box and, in the absence 
of income taxes, that perhaps meant a 
great deal more than it would today. 
You must not think, though, that 
counting the contents of the strong 
box was such an easy task. Among 
our old records there is a statement 
of cash on hand dated September 11, 
1800, which lists the till as containing 
these currencies: doubloons, half joes, 
guineas, louis, Pistols, dollars and 
crowns. The coins are noted as being 
sO many grains over or under weight 
and the grand total — expressed in 
sterling — is adjusted accordingly. It 
is impossible to reproduce in type the 
old copper plate writing of the book- 
keeper of those days. Its antiquity 
may lend enough interest to make it 
worthwhile showing what the cash 
count of 1800 looked like. 


CASH COUNT — 1800 STYLE 


1 Dbloon 7 over 

i = 5 * 

l «“ 9 “<< 

8 £11: 2:0 
3 Hf. Joes 1 ea. 3 less 

l “< “« 9 “ 

2a aa eae 

l “< 5 << 

1 : go-2> 

ae £16: 0:0 
1 gns. y 1: 3:4 
1 Louis ne be 1: 2:6 

39 47 
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1 -% gns. 11:8 
3 Pistols in all 1: 7:9 
47) £81: 7:3 
‘ 39) 8 Less 

Ded. 8 Gns. 1:6 
£31: 5:9 
35 Dollars 8:15:0 
1 Crown 5:6 
In change 2:16:78 
£43: 2:10% 

llth September 1800 LA.G 


This must have a familiar ring to 
those who, from time to time, are 
engaged in the consolidation of the 
financial statements of companies with 
far-flung interests. However, it is a 
far cry from those halcyon days to 
the present when financial statements 
must be presented regularly in accord- 
ance with government regulations. 

This leads to the suggestion that 
there is an opportunity for members 
to mould public opinion and influence 
clients, primarily public companies, 
to improve the quality and the fre- 
quency of their communications to 
shareholders, employees, customers 
and the public at large. Insofar as 
quality is concerned much has been 
done by the Institute; much remains 
to be done to bring about better uni- 
formity of presentation and termin- 
ology. 

On the second count, that of fre- 
quency, I find myself in the position 
of the man of whom it was said “He 
is a great professing Christian but he 
never goes to church”. Our company 
issues annual statements only, which 
by and large is the custom in the 
brewing industry in Canada. There 
are valid arguments for continuing the 
practice. Some industries are subject 
to seasonal influences which serious- 
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ly affect the profits in certain months 
of the year, and the publication of 
such results could be very misleading 
to shareholders. In addition when 
there is really intense competition it 
is extremely difficult to keep share- 
holders very fully informed without 
telling competitors some interesting 
facts. And I might add that our 
business, in spots, is quite competitive. 
Notwithstanding this, the day will 
certainly come when most, if not all, 
public companies will be providing 
financial information on an interim 
basis. 

Annual reporting under today’s fast 
moving circumstances is hardly good 
enough. It is up to business to regu- 
late itself on this important policy 
unless it is prepared to be policed by 
government on the very day that pub- 
lic opinion demands controls similar 
to SEC regulations which prevail in 
the United States. 


Public Relations 

Perhaps an “outsider” for some 20 
years sees the profession in a differ- 
ent perspective from those who have 
been in active practice during that 
time. It is my feeling that the pub- 
lic relations efforts of the various In- 
stitutes have not succeeded in doing 
all that might have been hoped for in 
bringing about an increased aware- 
ness in the business community and a 
fuller understanding of the high 
qualifications of chartered accountants 
generally in fields other than straight 
audit and taxation work. 

A properly directed public opinion 
is vitally important to the fortunes of 
the profession and of its individual 
members and will have its effect on 
increasing the number of special as- 
signments and consulting opportuni- 
ties from business generally. Further- 
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more, it is all important in the matter 
of recruitment of personnel both in 
adequate numbers and quality. The 
activities and achievements of the pro- 
fession, when they do reach the pub- 
lic, are not always represented in such 
a way as to create the favourable 
and lasting impression they deserve. 


In articles and pamphlets on char- 
tered accountancy as a career, the 
high school graduate or college under- 
graduate is frequently counselled to 
“find out” about the profession and 
the opportunities which it presents, 
and about the course curriculum and 
type of work involved during training. 
It would be preferable if they were 
told about it by teachers, by guidance 
counsellers, by their parents and 
friends, during the period of time that 
they are considering career oppor- 
tunities. An improved public relations 
program on a national scale would 
go a long way toward correcting this 
criticism. 

An additional thought that has oc- 
curred to me is that there would seem 
to be an excellent: opportunity for 
promotion of the profession, while at 
the same time rendering public ser- 
vice, through the organization and 
scheduling by the Institutes of public 
meetings or forums on business topics 
of current interest, including such 
matters as the various fields of taxa- 
tion (corporation, personal, succession 
duties, sales and excise taxes, etc.), 
accounting problems in connection 
with special or legislative develop- 
ments, interpretation of new legisla- 
tion, and so forth. If these meetings 
were properly promoted, scheduled 
and carried out on a high level, 
academically and organizationally, I 
feel that they would go a long way to- 
ward supplementing the existing pub- 
lic relations activities, and to increas- 
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ing the business public’s knowledge of 
the profession. 


Personnel 

As in all other walks of life, quality 
of personnel is of vital importance to 
the accounting profession and gen- 
erally speaking it is as high or higher 
than obtains anywhere else in busi- 
ness. However, there are a few ob- 
servations one could make on the 
subject. 

It is too trite to say that a good 
chartered accountant should possess 
the qualities of honesty, both moral 
and mental, good education, com- 
petence in his profession and _initi- 
ative. The qualities mentioned are, 
of course, prerequisites but we need 
to give more attention to that last 
word “initiative”. Usually we pass it 
off in the same way as honesty. We 


don’t even think about it very much. 
But in the accounting profession, as 
well as in every form of business, real 
initiative, of course coupled with 
sound common sense, is one of the 
greatest needs today and has a direct 
bearing on all aspects of the profes- 


sion. For example, it is necessary in 
dealing with student training if any 
modifications are to be made. It is 
necessary in dealing with clients’ ad- 
visory services, particularly. In this 
regard the accountant should have no 
hesitation in going to his client and 
offering services whenever he sees 
that there is an opportunity of provid- 
ing his client with something which 
he is lacking. Again, in the modifica- 
tion or improvement of financial state- 
ments, initiative is needed and, last- 
ly, for good public relations certainly 
initiative is one of the largest factors. 

It is a strange thought that many of 
the additional services which I have 
suggested the chartered accountant 
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could provide to his client are, in fact, 
sought out by the client or, in some 
cases, by creditors when a business 
is in financial difficulties. Surely we 
should not wait for a situation of 
difficulty. Those services should at 
least be outlined to every client with- 
out in any sense forcing them upon 
him. Of course, the ideas must be 
sound and not of a character to bring 
us into disrepute with the tax author- 
ities. We could not, for instance, be 
induced to follow the precedent 
which it might be said was estab- 
lished for us by an ancestor in charg- 
ing up to the business such personal 
expenses as these items culled from 
the cash book of September 1809: 
Paid for 1 bag Snipe Shot and 
1 cannister Gunpowder 
“  G. Clark for Muff and 
Tippet 
Rent of pew in the Pres- 
byterian Church 
for hair cutting 
for a whip 


£1- 7- 6 
£8- 0- 0 


£3- 0- 


“ 


< 


Thinking Forward 

Because of our responsibilities as 
chartered accountants we have an 
ingrown sense of the past. Our func- 
tion is to verify what has gone on dur- 
ing a preceding period and to insure 
that the results as given to share- 
holders or the owner are a true state- 
ment of what has occurred in the 
business. Perhaps this responsibility 
colours our thinking too much. In 
this modern day and age is it not 
more important to try to delve into 
the future? Is it not more helpful to 
business in general to try to plot 
accurately and well what it can do 
and what it will do in the next com- 
ing period? What has gone by is 
the platform from which we jump to 
the next succeeding stage. In modern 
competitive business, planning for the 
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future period is now of such tremend- 
ous importance that it is time that our 
thinking was directed more toward 
the future and less toward the past. 

In directing our thoughts in the 
right way there is one further minor 
comment to make. It is that in all 
professional fields there is a tendency 
to be too technical. Technical lan- 


guage is readily understood by one’s 
colleagues but immediately one leaves 
that circle, technical language be- 
comes a sort of mumbo jumbo which 
is quite foreign to and quite difficult 


(Continued from page 482) 


measuring and promoting efficiency, 
with the object of applying them 
to the operations of the govern- 
ment. Ross Thatcher, Independent 
Member of Parliament for Moose 
Jaw-Lake Centre, Saskatchewan, de- 
nounced the present parliamentary 
method of approving government ex- 
penditure, which he said was “so in- 
efficient and unbusinesslike as to be 
almost unbelievable”. It was impos- 
sible, he said, for the average Member 
of Parliament to have the technical 
knowledge to appraise the huge ex- 
penditure programs of the govern- 
ment, and he advocated the setting 
up of special parliamentary commit- 
tees to scrutinize the estimates of 
every government department. He 
also felt that the taxpayer would 
benefit if many Crown corporations 
were turned over to private enter- 
prise. 

At the closing dinner on Tuesday 
evening J. A. Wilson, Chairman of 
the Board of Governors, announced 
that the Canadian Tax Foundation 
would in the future include in its 
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for the layman to understand. In 
dealing with industry or with business 
in general, the accounting profession 
should make a serious effort to bring 
simplicity into all its reports, all its 
forms, all its statements.. Simplicity 
will add greatly to the layman’s 
knowledge of the profession, to his 
understanding of what it is doing and 
what it is trying to do. The recogni- 
tion of the profession will be greatly 
enhanced by a definite effort in this 
direction. 


activities the study of government ex- 
penditure, applying to it the,same 
methods, and proceeding with the 
same thoroughness, as it had in the 
past in studying taxation. Intro- 
ducing the guest of honour, the Hon- 
ourable Dana Porter, Provincial Treas- 
urer of Ontario, Mr. Wilson expressed 
the gratitude of the Foundation to 
Mr. Porter for deputizing, at extreme- 
ly short notice, for the scheduled 
speaker, the Honourable Joseph 
Smallwood, Premier of Newfound- 
land, who was fog-bound and had 
been unable to fly to Toronto. Mr. 
Porter said that unless the Provinces 
were given an adequate revenue from 
the major tax fields, the future income 
of the Federal Government would be 
in danger. It was necessary, he said, 
for the Provinces to maintain an at- 
mosphere of expansion, for which 
money was needed. If they were not 
given an adequate share of federal 
revenue it would become necessary 
for them to impose provincial taxa- 
tion. 

The Tenth Tax Conference will be 
held in Montreal at the Windsor 
Hotel on November 12 and 13, 1956. 
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Historical Sidelights 


on Accounting 


DEREK L. JOHNSTON 


IT Is OFTEN too casually assumed that 
accountancy is one of the youngest 
of the professions. We administer no 
Hippocratic oath deriving from the 
practice of medicine in classical 
Greece; nor can we, like the barris- 
ters, claim an intellectual forebear 
of the fame and stature of Cicero. 
However, if we leave to medicine and 
law their amicable dispute as to which 
is the older profession, it is still pos- 
sible to assert that the origins of ac- 
countancy are of great antiquity. We 
may lack the effrontery to claim the 
first verse of the eleventh chapter of 
the Book of Proverbs — “A false bal- 
ance is an abomination to the Lord” 
— as an early reference to strict audit- 
ing standards. But in 1926, in Ur of 
the Chaldees, Sir Leonard Woolley 
found, in a temple built nearly 1,500 
years before Christ, 

“.... a hoard of many hundreds 
of clay tablets belonging to the busi- 
ness archives of the building . . . . For 
all incomings the priests drew up for- 
mal receipts of which copies were 
fiied in the temple archives; whether 
it were a herd of sheep or a single 
cheese, a bale of wool or copper ore 
from foreign parts, the receipt was 
duly made out and entered .... As 
the stores were drawn upon for the 
use of the temple, animals required 


for sacrifice, oil for squeaking door- 
hinges, wood for making a statue or 
gold for adorning it, the responsible 
official drew out an issue voucher giv- 
ing the name of the recipient and his 
authority for the demand, and copies 
of these too were filed.” 

There is a reference by the Roman 
scholar Pliny which may imply a 
primitive use of double entry, and a 
Dutch writer has even suggested that 
it was known to the ancient 
Greeks. The origin and invention of 
double entry are of great interest to 
us, for it is his use of this technique 
of the art of accountancy that marks 
the first claim of the accountant to 
professional and qualified status. Like 
the mastery of perspective for the 
painter, a grasp of the basic principles 
of double entry is essential to the ac- 
counting student; and until he has 
taken that often difficult step into a 
new world where every figure is re- 
flected by its equal and opposite, he 
cannot go forward with confidence. 
(“The White Knight”, Alice wrote, a 
few moments after she had climbed 
through her looking glass, “balances 
very badly.”) 


Medieval Records 
Until quite recent times it was 
thought that Fra Luca Pacioli, author 
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of the first known printed work on 
double entry, which appeared in 
1494, was the father of this now uni- 
versal bookkeeping system.  Re- 
search in the last 25 years has reveal- 
ed, however, that the Venetian friar 
had merely summed up contemporary 
knowledge of bookkeeping, and that 
there exist financial records of the 
mid-14th century kept in double en- 
try. The earliest of these which may 
be regarded as the forerunners of 
books kept in the modern fashion of 
double entry are a number of “regis- 
ters” and ledgers of bankers and mer- 
chants living in Bruges about 1370. 
The ledgers contain only personal ac- 
counts, but these are written in 
double folios with debits on the left 
hand side and credits on the right, 
and balances brought down. 

The medieval preoccupation with 
religion is shown by the repeated in- 
junction in Latin at the heads of 
folios, or even before individual en- 
tries, “In the Name of God, Amen”. 
Carman Blough, research director of 
the American Institute of Account- 
ants,-has reported seeing old books of 
account with such inscriptions on 
their covers as “Keep good account, 
for God’s sake” and “He who keeps 
good account will attain Paradise, 
Amen”. It was frequently the cus- 
tom to place the sign of the Cross at 
the top of every folio recording money 
transactions, to prevent dishonest en- 
tries. Alas! This species of internal 
accounting control has not survived 
the passage of time. 


16th Century Developments in Britain 


In 1543 appeared the first known 
English book on accounting, by one 
John Gouge — a professional name 
singularly worthy of preservation — 
entitled “A profitable Treatyce called 
the Instrument or Boke to learn to 





knowe the good order of Kepyng ot 
the famous reconynge, called in Latin, 
Dare and Habere, and in Englyshe, 
Debitor and Creditor’. A few years 
later, John Mellis followed Gouge 
with his “Briefe Instruction”. In Re- 
formation England the tide of relig- 
ious fervour was still running high 
and Mellis’s first instruction was, 
“Every merchant, in all his work and 
business, should call to mind the 
Name of God in all such writings or 
in any reckoning that he will begin.” 
He then followed with this specific 
direction: 

“Every parcel that is set in your 
Journal ought to be made two par- 
cels in your Ledger, the parcel of 
Debtor on the left side of the book 
and the parcel of Creditor on the 
right side of the book; and the par- 
cel Debtor reports the number of 
the leaf of the Creditor and con- 
trariwise the Creditor parcel re- 
ports the number of the leaf of the 
Debtor. And thus you shall knit 
them together and make your sum 
at the ends.” 


No coldly impersonal textbook writ- 
er, Mellis made allowance for the hu- 
man foibles of his readers and stu- 
dents: 

“Forsooth it is necessary for a 
good keeper of the Ledger to know 
how to return a parcel which by 
error is put in Debtor, and should 
stand in Creditor, or in the account 
of Martin, and should be in the 
account of Thomas; for why? some- 
time a man is somnolent and not 
like disposed to his business.” 


There are so many references in 
Shakespeare to accounts and audits 
that one may safely assume that the 
use of regular accounting systems had 
become commonplace by the begin- 
ning of the 17th century as had also 
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HISTORICAL SIDELIGHTS ON ACCOUNTING 


the practice of conducting periodic 
audits. The concept, however, of the 
independent professional accountant 
and auditor had not yet come into 
being. The auditor was either a civil 
servant (the office of Auditor of the 
Exchequer had been established as 
early as 1314) or a trusted employee 
of the merchant or landlord. The 
household accounts of the Princess 
Elizabeth Tudor for the year 1551-52 
(six years before she became Queen) 
cast in the form of account charge and 
discharge, that is widely used in Scot- 
land to this day, contain a reference 
to her auditor; in “thaccumpte of 
Thomas Parrye esquier’, comptroller 


of her household, among other “forren - 


receptes” the said Mr. Parrye is 
charged with “the some of xlij.s.j.d. 
(42 shillings and one penny) for xij. 
linges and xxxj. coddes, solde to 
Thomas Benger, your graces Auditor”. 

It was customary for the 16th cen- 
tury auditor to pay formal visits to his 
master’s business house or estate to 
“hear” the accounts prepared by the 
staff. These occasions seem to have 
been more festive than their modern 
counterparts and were responsible for 
the special brew known as audit ale. 
Whether this was produced at the be- 
ginning of the examination with the 
idea of making the auditor “somnolent 
and not like disposed to his business”, 
or at the end to celebrate an unquali- 
fied report, we do not know. The 
custom unfortunately did not endure, 
and by 1822 we find Byron complain- 
ing, “And where is now the goodly 
audit ale?” 


Commencement of Public 
Accounting Practice 

The earliest record of the work of 
an independent practising accountant 
(discovered in research by the Scot- 
tish History Society) is the minute 
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book of a Scottish “Cloth Manufac- 
tory” covering the years 1681-1703, 
where one Alexander Heriot seems to 
have been engaged yearly for a fee 
of £10 per annum to examine am- 
ounts, check balances and cash, and 
supervise stocktaking. The first 
known written report of an account- 
ant in public practice is that of the 
investigation in 1721 of the dealings 
of a director of the South Sea Com- 
pany in the stock of that fantastic 
venture, and is entitled “Observations 
made upon examining the books of 
Sawbridge & Co. by Charles Snell, 
Writing Master and Accountant in 
Foster Lane in London.” Evidently 
the 18-century Code of Professional 
Conduct did not forbid the addition 
of a specialist qualification to the des- 
ignation “accountant”. 


One cannot resist turning aside for 
a moment from the development of 
professional accountancy to take a 
glance at the pathetic little entries in 
the account-books of old Mrs. Wind- 
ham of Felbrigg Hall in Norfolk, one 
of the victims of the monumental 
crash: “Michaelmas 1722. I lost so 
much by the South Sea Buble, and 
my affairs wear so intangled, I could 
finish no account”; and “My Accounts 
so confused I can’t explain ye 224-7- 
11, nor will I take ye trouble having 
so much Bisnesse.” Small wonder 
that her son James would write 
“Those Devills of Directors have 
ruin’ more men’s fortunes in this 
world, than I hope old Beelzebub will 
do souls for ye next.” 


The advent of the Industrial Revo- 
lution, and the increasing need for 
more elaborate financial records and 
skilled advice on their maintenance, 
was soon reflected in the opening of 
numerous practising accountants’ of- 
fices in Edinburgh, Glasgow, and Lon- 
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don. By 1820 we find Sir Walter 
Scott, in a letter of advice about a 
nephew’s career, writing that “he 
could not follow a better line than 
that of an accountant. It is highly 
respectable.” Another literary figure 
of that day who may be claimed for 
much closer connection with our pro- 
fessional work is that of Charles 
Lamb, who was a clerk in the Ac- 
countant’s office of the East India 
House for many years. A London 
Times correspondent, Samuel Mc- 
Kecthnie, has recently discovered a 
number of accounts audited and sign- 
ed by Lamb in the India Office Lib- 
rary. One such report reads “We 
have examined this Account; the 
Number of days is correct and the 
sums right cast and added”, and an- 
other, for £38.14s.2d. is marked 
“This Bill is wrong added £1 — 
should be £37.14s.2d.” 


Organization of First Societies 
and Institutes 


The tremendous decade of railway 
building in Britain in 1840-50, and its 
financing by joint-stock companies, 
brought another upsurge in numbers 
of accountants, and it is, therefore, not 
strange to find in 1853 that “several 
gentlemen connected with our profes- 
sion” had “resolved to bring about 
some definite arrangement for uniting 
the professional Accountants in Edin- 
burgh”. In June 1854 a petition for 
a charter was submitted to Queen Vic- 
toria, and the royal warrant for the 
incorporation of an Institute under the 
name of The Society of Accountants 
in Edinburgh was granted on Octo- 
ber 23, 1854. It was the centenary 
of this event that was celebrated in a 
fitting manner in Edinburgh in 1954. 
Grants of charters to Glasgow and 
Aberdeen societies followed — the 
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associations of the three Scottish cities 
are now combined in the Institute of 
Chartered Accountants of Scotland. 
In 1880 the Institute of Chartered Ac- 
countants in England and Wales re- 
ceived a charter. 


British Columbia Institute 


The year 1902 saw the formation 
of the Dominion Association of Char- 
tered Accountants, authorized by Act 
of the Federal Parliament. Among 
the charter members were John F. 
Helliwell, F.C.A. (now the oldest liv- 
ing member of the B.C. Institute) of 
Vancouver, and W. Curtis Sampson 
of Victoria. It was soon realized, how- 
ever, that the constitutional provisions 
of the British North America Act, re- 
serving education to the Provinces, 
would render the formation of a B.C. 
Institute necessary, if training for ad- 
mission to membership were to be un- 
dertaken in this Province. In 1904 
four B.C. accountants, of whom three 
were chartered accountants with 
memberships in British or Canadian 
Institutes and the fourth held a C.P.A. 
degree from the State of Washington, 
held a series of meetings and drafted 
a submission to the Provincial Gov- 
ernment which culminated in the 
adoption by the Legislature of the 
British Columbia Chartered Account- 
ants Act in the spring of 1905. 

The preferment of new legislation 
is nearly always a protracted and cost- 
ly affair, and honour is due to the 
memories of the four charter members 
who persevered to obtain the Act 
which has governed and protected the 
B.C. Institute for 50 years. Their 
names were William T. Stein, C.A. 
(Edin.), first president of the Insti- 
tute, Arnold L. Berdoe, C.P.A. 
(Wash.), E. B. McDermid, C.A. and 
John B. McKilligan, C.A. 
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No time was lost by the members 
of the new Institute in appointing a 
secretary, Mr. Matthew J. Crehan, and 
establishing routines for administra- 
tion, registration of students and entry 
of new members by examination or by 
application from other recognized ac- 
counting bodies in Britain and other 
Dominions. In 1911, after a brief 
flirtation in 1909 with an ephemeral 
organization known as the Federation 
of Chartered Accountants in Canada, 
the Institute became affiliated with 
the Dominion ‘Association (now the 
Canadian Institute) of Chartered Ac- 
countants and today all its members, 
in common with those of the nine 
other provincial Institutes, are mem- 
bers of the Canadian Institute. 

In 50 years, the number of the B.C. 
Institute’s membership has risen from 
the original four to 700. The admin- 
istration of the affairs of the Institute 
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is carried on by a Council of 12 elect- 
ed members, assisted by many volun- 
teer committees, and a full-time secre- 
tary-treasurer with a permanent staff 
of three assistants. In addition, there 
are nearly 400 students under articles 
following courses of instruction used 
by a number of other Provinces (sup- 
plemented in B.C. by lectures given 
by members) and taking the uniform 
examinations set by the Canadian 
Institute. 


For the achievement of the past 
half-century, in which it may justly 
take pride, the B.C. Institute owes a 
debt of gratitude to many past and 
present members whose efforts and 
imagination have made it what it is 
today. The only currency for settle- 
ment of this debt is constant en- 
deavour to maintain and improve the 
profession’s standards. 





THE CANADIAN 
CHARTERED ACCOUNTANT 


Article Writing Competition 


THE CANADIAN CHARTERED ACCOUNTANT announces that it 
will sponsor an Article Writing Competition for students and 
chartered accountants who have obtained their certificates since 
January 1, 1945. Contestants may write on any subject of their 
choice relevant to the field of accounting, auditing or taxation. 


Articles may be written in English or French. 


Prizes: First prize $300; second prize $200; third prize $100. 
Closing date: Midnight on February 29, 1956. 


Eligibility: The contest will be open to: 


(2) A member in good standing of the 
C.I.C.A. who initially obtained his 
certificate of admission to a Pro- 
vincial Institute in Canada or to a 
recognized overseas Institute since 
January lst, 1945 (except members 
of the staff of the Canadian Insti- 
tute of Chartered Accountants). 


(1) A student in accounts of any pro- 
vincial Institute in Canada or a can- 
didate for the Diploma of Licen- 
tiate in Accountancy of one of the 
8 recognized Quebec Universities 
who is presently employed by a 
practising chartered accountant in 
Canada. 


Note: Anyone intending to enter the contest should communi- 
cate with the Executive Secretary, The Canadian Institute of 
Chartered Accountants, 69 Bloor Street East, Toronto, who will 
furnish the official announcement and a memorandum of addi- 


tional instructions. 





The Confessions of a 
Life Member 


BerorE I BECAME a chartered ac- 
countant 51 years ago, there were, I 
believe, only three of the profession 
in Hamilton: C. S. Scott, Charles Stiff 
and A. Blanchard. G. U. Stiff, a 
nephew of Charles Stiff, had left 
Hamilton for Toronto some three or 
four years before, and was residing in 
the latter city when he was admitted 
to the Institute. For part of the last 
half of the Gay Ninety’s, Mr. G. U. 
Stiff and I had been employees of 
Grant’s Spring Brewery Company 
Limited. He was secretary-manager 
and I did all the bookkeeping that he 
and the office boy found too difficult. 
In time, each of us had learned to 
make beer his servant and not his 
master. (The office boy drank wa- 
ter. ) 

In 1903 Charles Stiff was auditor 
of Canadian Canners Consolidated 
Companies Limited (now Canadian 
Canners Limited) and I was the chief 
accountant. I always thought that 
the money paid to Mr. Stiff was ab- 
solutely wasted. The chief account- 
ant never did anything wrong for 
him to discover. 

I know very little of the later ac- 
tivities of Mr. A. Blanchard (I think 
it was A. and am almost certain it 
was Blanchard). In his earlier years 
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he coached me for the intermediate 
and final examinations at either 25c or 
50c an hour. The amount was an 
enormous one in those days and, in 
terms of butter, was equal to two or 
four pounds respectively. I feel sure 
that he never had to go without but- 
ter and I am proud to think that I 
had some share in keeping him sup- 
plied. 

The old-time auditor got along 
without many working papers and re- 
lied almost altogether on ticks to safe- 
guard his clients’ interest. He ticked 
generously in every book and record. 
With such conscientious and exhaus- 
tive work it is no wonder that he felt 
quite confident when it came to sign- 
ing the balance sheet. Everything 
had been ticked and each tick was in 
its proper place. He did not have to 
write “subject to the foregoing”. There 
was no foregoing to be subject to. In 
my opinion the modern working pa- 
per auditor who still must tick owes a 
debt of lasting gratitude to the all- 
ticking auditor from whom he in- 
herited the art. 

I do not propose to say much about 
my passing the intermediate examina- 
tion, in the year 1908. I came through 
with flying colours — that is, I had 
marks to spare. But oh! how different 
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it was with my final @xamination in 
1904. That was the year of the great 
conflagration on Toronto's Front 
Street, when hundreds of buildings, 
safes, books and records were de- 
stroyed by fire. The cunning exam- 
iners made all they could out of the 
awful holocaust and asked us wretch- 
ed candidates a lot of frightening 
questions such as: — 

“Mr. Jones, a wholesale grocer, lost 
everything in the great fire including 
his safe, books and records. How 
would you go about rebuilding his 
books and records?” 


Fortunately for me, I knew where 
Mr. Jones could buy a new safe and 
a new set of books. I put this piece 
of good news down on my paper and 
was going to start on the next ques- 
tion. Then it occurred to me that the 
examiner might consider that my an- 


swer might be worth only 19 instead 
of 20 marks, so I wrote this: — 

“Mr. Jones should send a letter to 
each debtor stating that due to the 
fire he has to take the word of 
the debtor as to the amount owing. 


“Mr. Jones should leave his credi- 


tors alone. They will not forget 
him. The accounts payable ledger 
will be written up again all too 
soon.” 


Here I stopped. I did not want to 
say that shipping bills should be ex- 
amined lest it cast some doubt on the 
reliability, accuracy, honesty and in- 
tegrity of all debtors and creditors 
who, after all, are the backbone of 
Canada. 


At last the results came out. In 
those days the marks of the candi- 
dates were shown along with their 
names in the published list. The can- 
didate with the highest number of 
marks came first on the list and, of 
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course, the candidate with the lowest 
number came last. In 1904 there 
were about seven successful final can- 
didates and, strange to say, each 
candidate had only one mark more 
than the next. If I remember cor- 
rectly the marks read 306, 305, 304, 
303, 302, 301, 300. Since then I have 
often wondered whether the examin- 
ers, not willing to pluck everybody, 
had put the names of the seven least 
worst candidates into a hat and had 
given to the first name drawn the 
highest of the fewest marks they con- 
scientiously could, and so on down 
the line. 


Of course this explanation has noth- 
ing to do with the fact that I was the 
one with 300 marks. 


Today I do not care who knows I 
came last for there is no use worrying 
about what happened over 50 years 
ago. But I was sadly upset at the 
time. All of the directors of the 
company which employed me _ had 
seen the list of names in the news- 
paper and had noticed, no doubt with 
unholy satisfaction, that my name was 
last. No doubt each one of them, 
chuckling, thought “he can’t have the 
nerve, after such a poor showing, to 
ask for a raise”. As a matter of fact 
one or two of them did greet me with 
something like — “Ha, ha, Smith, last 
of the bunch, ho, ho, ho!” 


How differently was the candidate 
who had failed by just a few marks 
saluted. His friends rallied around 
him, patted him on the back, stood 
him drinks, and told him he had done 
well and that next year he would 
sweep everything before him. 


And from that time I have always 
thought that it is better, yes, far bet- 
ter, to be a good failure than a poor 
success. 





BY GERTRUDE MULCAHY B.A., C.A 


Accounta ng Research 


A CurRENT RESEARCH PROJECT 


“Financial Reporting in Canada” 
represents a major milestone in the 
progress of accounting research in 
this country. For the first time the 
research staff of the Canadian Insti- 
tute of Chartered Accountants has 
presented, in book form, a summary 
of annual reports published by Can- 
adian companies. The _ statistical 
tabulations provide a factual record 
of current accounting and financial 
reporting practices. This information 
is based upon an analysis of the pub- 
lished annual reports of 275 Canadian 
companies for the fiscal years ending 
in 1953 and 1954. 


For the purposes of clarity the con- 
tent of the book has been divided into 
five sections. The first of these deals 
with certain general aspects of the 
presentation of annual reports. Section 
2 reflects the current techniques of 
disclosure of balance sheet details. 
Consideration is given to such par- 
ticulars as descriptive terminology, 
extent of disclosure, location and seg- 
regation of the usual balance sheet 
items. The statistical tables of this 
section are arranged in the order in 
which the various items would norm- 
ally appear in a balance sheet. Sec- 
tions 3 and 4 are devoted to the anal- 
yses of the form and content of the 
statement of earned surplus and of the 
statement of profit and loss respect- 
ively. Current practices relating to 
the title, form and content of the 
auditor’s reports accompanying the 
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statements are summarized in section 
5. A list of the 275 survey companies 
is included in the appendix. 

The statistical tabulations of “Finan- 
cial Reporting in Canada” present 
factual answers to many questions 
concerning current reporting tech- 
niques in this country. For example, 
the statistical tables of section 1 dis- 
close the proportion of financial 
statements prepared in comparative 
form, the extent and degree of con- 
solidation in the financial statements, 
and the frequency of the inclusion of 
supplementary statements, summaries 
and schedules. The various analyses 
of the form and details of content of 
the financial statements answers. such 
pertinent questions as: 


To what extent have the recom- 
mendations concerning the use of 
the term “reserve” been accepted 
by Canadian accountants? 


What is the common treatment of 
appraisal increase credits? 

Do the usual descriptions of the in- 
ventories still include “as deter- 
mined and certified by the manage- 
ment” or words of similar import? 
Has there been any trend towards 
more descriptive phrases such as 
“earnings retained in the business” 
as alternatives to “earned surplus”? 
Are combined statements of earned 
surplus and profit and loss cur- 
rently in general use? 


Has the practice of disclosing sales 
and cost of goods sold in the in- 
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come statement received general 
recognition in this country as it 
has in the United States? 


The analysis of the auditor's reports 
reflects, among other things, the ex- 
tent to which the recommended stand- 
ard forms have been accepted. 


“Financial Reporting in Canada” 
should serve a very useful purpose 
as a “guidebook” to effective financial 
reporting. For those who are seeking 
direction in this particular field, many 
of the usual practices reflected in the 
statistical tabulations stand out as 
basic principles of fair reporting. For 
those who have already achieved a 
high degree of effectiveness, the sur- 
vey brings to light certain areas of 
weakness where common current 
procedures fall short of fulfilling the 
minimum standards of disclosure. 
Such obvious shortcomings must be 
remedied if the improvement in 
financial reporting is to be continued. 


In interpreting the statistical data, 
it should be remembered that, since 
this is a factual report, the bad has 
been recorded along with the good. A 
particular practice should not be con- 
sidered as the most desirable merely 
because it is shown to be the most 
common. For example, Table 10-(d)— 
Terminology of Inventory “Reserves” 
shows the most common terminology 
to be “Reserve”. Such a description, 
although used most frequently in both 
1953 and 1954, obviously is not the 
best. The failure to expand the word- 
ing to disclose the purpose underly- 
ing this item makes it impossible to 
determine whether the reserve is in 
effect a true reserve or merely a cur- 
rent adjustment account. Some of the 
less common wording set out in this 
table overcomes this deficiency. 


Because the first edition of “Finan- 
cial Reporting in Canada” is limited 
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to a 2-year comparison, it in itself does 
not reflect the trends in reporting 
practices. This will be accomplished 
with the gradual expansion of future 
editions to a 5-year basis. However, a 
comparison of the current statistics 
with similar analysis for prior years, 
which have appeared from time to 
time in this column, reveals some very 
interesting and encouraging develop- 
ments. Since approximately 2/3 of the 
current survey companies had also 
been included in each of the 1949, 
1950, 1951 and 1952 analyses, there is 
a fairly common basis for comparison. 


Some of the trends disclosed are 
very striking. The sudden shifting in 
the terminology used to describe the 
“allowance for doubtful accounts” is a 
typical example. In the reports for 
1949 to 1952 inclusive, the most com- 
mon description of this item made use 
of the word “reserve”, but within a 
year after the release of Bulletin No. 
9, the use of this term dropped from 
67.4% (1952) to 29.3% (1953). A 
further decline to 18.3% is disclosed 
in the 1954 analyses. 


In contrast, some of the trends re- 
flect a gradual recognition over a 
period of years of minimum standards 
of disclosure. One such trend is the 
change in practices relating to the 
segregation of depreciable and non- 
depreciable fixed assets. The number 
of statements in which these two 
types of fixed assets were segregated 
has increased from 36% in 1949 to 
42% in 1954. This reflects a slow 
but steady acceptance of the recom- 
mendations set out in Bulletin No. 1 
and an improvement in the quality of 
disclosure in this particular item. 


“Financial Reporting in Canada” 
should make a very definite contribu- 
tion to the progress of the annual 
reports of Canadian companies. 
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BY KENNETH M. PLACE, C.A. 


Administrative Accounting 


CONTROL OF TRAVELLING EXPENSES 


While there are many expense 
areas in industry today which present 
control problems, none causes more 
difficulty than proper and intelligent 
control of travelling expenses. There 
are many reasons for this. The two 
most significant factors are that a 
large number of employees are in- 
volved and a large number of types 
of travelling expenses can be incur- 
red. In this respect, I am using the 
term “travelling expenses” in _ its 
broadest sense to include entertain- 
ing and all similar items. At first 
glance, it may seem a little specious 
to claim that these two factors alone 
can create a problem out of something 
that should, on the surface, be cap- 
able of control through carefully con- 
sidered regulations. A quick analysis, 
however, will serve to highlight some 
of the difficulties that can be encoun- 
tered. 


Why should the fact that a rela- 
tively large percentage of salaried 
employees are required to travel or 
entertain at company expense to a 
greater or lesser degree cause a prob- 
lem? First, these employees will 
range in rank from very junior em- 
ployees to the senior executives of the 
company, and it is ridiculous to as- 
sume that the level of expense con- 
sidered appropriate for the junior em- 
ployees is the same as that for the 
senior executives. Within these two 


extremes, depending on the size of the 
organization, there are almost as 
many gradations with respect to tra- 
velling expenses as there are levels in 
the organization. To draw a closer 
parallel, a sales manager would have 
considerably more leeway to enter- 
tain at company expense than a junior 
salesman; and certainly a company 
president would not be expected to 
observe the limits that would be con- 
sidered adequate for a junior em- 
ployee. Secondly, with a number of 
employees at varying organizational 
levels directly responsible for the ex- 
penditures of company funds in a 
manner closely associated with them 
personally, it is important that consis- 
tency opposite the various organiza- 
tion levels be maintained. Thirdly, 
employee groups have different con- 
cepts of what constitutes a proper 
charge to the company when travel- 
ling. Without passing judgment on 
what is right and proper and what is 
not, I think it fair to say that an 
individual who does a considerable 
amount of business travel has an en- 
tirely different approach to “travel- 
ling expenses” than one who travels 
very infrequently. 


The second major factor which 
makes control of these expenses diffi- 
cult is the wide variety of business 
travel which is encountered today, 
particularly in organizations which 
operate branch offices or whose ac- 
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tivities embrace a geographical area 
which necessitates frequent excur- 
sions from the main office. Naturally 
there are certain types of trips which 
predominate — sales trips, audits of 
outside locations, liaison visits, pro- 
vision of technical assistance to major 
customers — but while these may 
constitute the bulk of the company 
travelling, there are many other types 
such as attendance at conventions, 
training courses, transfers from one 
location to another and so on. In 
considering all these various possi- 
bilities, it should be borne in mind 
that since the end purpose of these 
trips is, in most cases, different, it is 
highly probable that the pattern of 
the expenses encountered may be ra- 
dically different. Just as it is reason- 
able to expect that a salesman will 
incur entertainment expenses on a 


sales trip, it is quite unlikely that 
an employee being transferred from 
one location to another will incur any 
substantial outlay for entertainment. 


From these illustrations, it is ob- 
vious that the formulation of a hard 
and fast set of regulations to cover all 
the eventualities encountered would 
be an extremely difficult, if not im- 
possible, task. Management, however, 
cannot simply throw up its hands and 
exercise no control whatsoever. What, 
then, is the answer? To begin with, 
there is one inviolable principle which 
can be stated. All travelling expenses 
charged to the company must be in- 
curred for the company’s benefit. 
This principle in itself causes difficul- 
ty, since there are many interpreta- 
tions of what contributes to the com- 
pany’s benefit. On the other hand, 
no employee should be expected to 
spend his own funds on company tra- 
vel. Thus, the problem is to establish 
a happy medium, i.e. a set of prin- 
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ciples which safeguard the company 
and yet do not hamper the employee. 
Many different methods have been 
developed with this end in mind. So 
far, however, no perfect method has 
been evolved. All have advantages 
and disadvantages. 


One of the major problems encoun- 
tered in the operation of most of the 
control systems that have been de- 
veloped is the lack of a consistent 
approach to travelling expenses by 
those responsible for their control. In 
most organizations, expenses are ap- 
proved by a number of individuals. 
Usually the supervisor of each section 
is responsible for approving the ex- 
penses of the employees responding to 
him. Since it is extremely unusual to 
find any group of people who ap- 
proach any one subject in the same 
way, it is not surprising that such a 
group will ordinarily have a very 
heterogeneous approach to this prob- 
lem. Naturally this results in a lack 
of uniformity in the allowances for 
travelling expenses to individuals in 
the various units of the organization. 
Such a situation cannot help but 
cause ill-feeling and general dissatis- 
faction — ill-feeling on the part of 
employees and general dissatisfaction 
on the part of both employees and 
management. 

So far, then, there seems to be 
nothing but trouble associated with 
the problem, and no easy solution 
available. Summing up the situation 
briefly, the following factors have to 
be considered: 

1. A relatively large number of em- 
ployees may be required to travel 
for the company. 

These employees range from man- 
agement to very junior levels. 

Business travel may be necessary 
for a great variety of reasons, and 
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the reason for the trip may have 
an impact on the type of expenses 
incurred. 

4. Each individual who travels has 
to expend company funds initially 
on his own authority, but the ex- 
penditures are subject to further 
approval after the fact. 

5. Any regulations governing these 
expenses must be capable of uni- 
form application. 

In addition, the two principles out- 

lined above have to be followed: 
1. All expenses charged to the com- 
pany must be incurred for the 
company’s benefit. 
No employee should have to 
spend his own funds while travel- 
ling on company business, that is 
to say, he should not be expected 
to incur any personal expenses by 
reason of the fact that he is tra- 
velling on company business. 

The problem of control now re- 
solves itself into the design of a sys- 
tem which fosters reconciliation of 
the two basic principles involved 
with the five variable factors outlined 
above. Again, this may seem simple, 
but any problem which requires the 
reconciliation of so many factors in- 
volving a human element cannot help 
but be complex. I think, however, 
that we now have a basis from which 
to work. 

First, there must be a clear and 
positive statement of the two prin- 
ciples, i.e. that expenses must be in- 
curred for the benefit of the company 
and that employees should not be ex- 
pected to incur expenses they would 
not otherwise have had.. Secondly, 
certain general rules outlining in fair- 
ly general terms the types of expenses 
that are considered proper should be 
drafted and given to employees tra- 
velling on company business. The fol- 
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lowing instructions are given only as 

an indication of the type of rules con- 

templated: 

1. Employees travelling on company 
business must account for their 
expenses on the form prescribed 
by the company. Travelling ad- 
vances must not be used for pur- 
poses other than company busi- 
ness and employees must be able 
to account for funds advanced at 
any time, either in cash or by an 
expense report. In any event, an 
expense report must be submitted 
monthly covering all expenditures 
incurred. 


2. The following expenditures may 
be properly charged against the 
company: meals, hotel and _pull- 
man accommodation, railroad, air, 
bus, taxi and street-car fares, mo- 
derate tips to waiters and porters, 
etc., entertaining customers, tele- 
gram and telephone calls. 


These rules are, of course, not com- 
plete and are intended only to out- 
line the areas in which the company 
expects expenses to fall. There are 
many other types of expenses, which 
can be and are properly chargeable 
when travelling. No effort, for in- 
stance, has been made to discuss 
automobile expenses for salesmen. 
There are a number of different ways 
in which this type of transportation 
can be supplied, ie. company cars, 
employees’ cars, rented vehicles, etc., 
and accordingly, I have not consider- 
ed it desirable to enter into any pro- 
longed review of one particular area 
of expense within the broad field. 
There are also such categories as 
moving expenses of an employee's 
family, storage of furniture, and many 
other similar items. Again, because 
there are significant variations in prac- 
tice between most companies, I have 
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not attempted to cover all the cate- 
gories of expenses which might be 
considered legitimate charges to the 
company. These comments, however, 
will serve to indicate the type of gen- 
eral direction which I feel must be 
given to employees. 


Now that certain broad statements 
of policy have been established, the 
mechanics to be used to implement 
them must be considered. Here the 
problem is mainly one of standardiz- 
ation and education. While the word 
standardization sounds rather omin- 
ous, it is of major importance that all 
employees be treated consistently 
within this broad framework. This is 
where education becomes important. 
In most organizations, business travel 
may be authorized by a relatively 
large number of people, and in al- 
most all organizations, by more than 
one person. Similarly, the expenses 
incurred may also be approved by 
the same group. This being the case, 
there are bound to be a number of 
different interpretations of the same 
set of general rules. Thus it is im- 
portant that there be some central 
group which reviews all expense 
claims, and draws attention of those 
concerned to all cases where uniform 
interpretation and application of the 
general rules has not been made. It 
is, of course, most desirable to carry 
out this review or audit before reim- 
bursement is made. In most instances, 
however, this will be impossible be- 
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cause of the desirability of paying 
these accounts as quickly as possible. 

Of equal importance, however, 
with this audit and subsequent edu- 
cation of supervisors is the education 
of those actually incurring the ex- 
penses. Accordingly, any education 
program should consist of two phases, 
education of those incurring the ex- 
penses and education of those ap- 
proving. Most of the emphasis in 
such a program will fall on the sec- 
ond phase, i.e. education of super- 
visors and others who are responsible 
for approving expense accounts. This 
is only natural and logical as it is a 
foregone conclusion that the em- 
ployee approach to these expenses 
will be determined throughout the 
organization by the attitude of the 
senior employees. Following upon 


this, it is also obvious that the major 
responsibility for the first phase of 


the education program, i.e. the edu- 
cation of those incurring the expenses, 
will necessarily fall upon this super- 
visory group since the immediate con- 
tact between the employee and the 
company is through them and it is 
their responsibility to ensure full un- 
derstanding of the company policies 
by those responding to them. 

To sum up then, control of travel- 
ling expenses, while difficult, is pos- 
sible with a carefully designed and 
intelligently administered system of 
general rules coupled with continual 
education in their application. 








BY MELVILLE PIERCE, B.A., LL.B. 


The Tax Review 





IsOLATED TRANSACTIONS OF PURCHASE 
AND SALE 


Undoubtedly the tax question 
which most often arises is that of 
correctly characterizing the gain 
made on an isolated selling transac- 
tion. Is the gain made a mere addi- 
tion to capital or is it income? The 
difficulty in arriving at an answer 
arises very often from the lack of 
clarity in the terms “capital” and “in- 
come”, with the result that the decid- 
ed cases on the question furnish far 
from a certain guide for forecasting 
the probable decision of the courts 
on any projected transaction. 


The Canadian case law on the 
subject owes a great deal to the case 
law under the British Income Tax 
Act, and of this vast body of law the 
case cited most often before the Can- 


adian courts is Californian Copper - 


Syndicate Ltd. v. Harris, 5 Tax Cas. 
159, where the Scotch Court of Ses- 
sion found that a certain purchase 
and sale of mining properties by a 
company constituted an adventure in 
the nature of trade rather than the 
acquisition and disposition of a capi- 
tal asset and held the gain to be in- 
come. In that case the evidence 
clearly indicated that the properties 
were acquired not for the purpose of 
developing them as mines but with a 
view to selling them at a profit. No 
one will question the correctness of 
that decision on the facts, but the 
suggestion that it is authority for the 
general proposition that a_ single 


isolated instance of purchase and 
sale of property is necessarily a trad- 
ing transaction if the object was gain 
finds no support in British case law. 
The British decisions are, in fact, to 
the contrary. 

It must be admitted, however, that 
the so-called doctrine of intention has 
won the adherence of some at least 
of the judges of the Income Tax Ap- 
peal Board though not of all of them. 
As yet, it has not been adopted by 
the Exchequer Court or by the Su- 
preme Court of Canada. It cannot 
be said, therefore, that the doctrine 
of intention is accepted law in as- 
certaining the character of a gain 
made upon an isolated transaction of 
purchase and sale of property; on the 
other hand it cannot be said with as- 
surance that it will not be. 

The problem for the tax practi- 
tioner*called upon to advise a client 
is thus a most difficult one in this 
uncertain state of the law. He is 
aware of the Minister’s adherence to 
the doctrine and the consequent like- 
lihood that the gain will be assessed 
as income. What then will the Courts 
do if the assessment is appealed? In 
the Income Tax Appeal Board it will 
likely be decided one way if the 
presiding judge happens to be this or 
that member and the other way if 
one of the other members happens to 
preside. If the matter is appealed 
further to the Exchequer Court he 
has perhaps a somewhat greater as- 
surance of the result, and if finally 
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it goes to the Supreme Court of Can- 
ada a still stronger conviction as to 
the likelihood of his success or fail- 
ure. Until, however, the latter court 
pronounces an unequivocal decision 
which goes to the roots of the ques- 
tion, tax practitioners cannot be sure 
what are the relevant factors to take 
into consideration and the weight to 
be attached to each of them. 


Until the law in Canada has been 
clarified by decisions of the higher 
courts, therefore, it is likely that re- 
sort will be had to the British cases 
for guidance, and there can be no 
doubt that they contain a wealth of 
information, not to say wisdom. What 
then do the British cases decide in 
regard to the question of capital or 
income gain from isolated transac- 
tions of purchase and sale? The 


writer suggests that the following is 


perhaps a not too inaccurate sum- 
mary: 


l. A single instance of purchase and sale 
of property does not of itself consti- 
tute a trade or business nor does it 
necessarily amount to a transaction in 
the nature of trade even if the intention 
throughout was to make a gain. While 
the purchase of property for the pur- 
pose of sale is characteristic of many 
kinds of trade, it is not every purchase 
and resale of property which amounts 
to a transaction in the nature of trade. 
Whether or not the transaction is a 
trading transaction depends on these 
factors besides intention: (a) the or- 
dinary business or occupation of the 
taxpayer; (b) the nature and/or quanti- 
ty of the property; (c) the manner or 
method of carrying out the transaction. 


Because a person buys property not 
with the intention of deriving an in- 
come therefrom but with the intention 
of selling it for gain, it does not in- 
evitably follow that a gain made on its 
sale is income. The transaction must be 
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a trading transaction for the profit to 
be income. 

. An isolated transaction of purchase and 
sale is in the nature of trade if it is 
marked with the badges of trade, i.e., 
if it is carried out in the way that com- 
mercial transactions in that kind of pro- 
perty are carried out, and/or if the na- 
ture of the property or the quantity 
point to the transaction as being com- 
mercial in nature. 

. Where the transaction in question is 
one of a series of similar transactions 
or is carried out by a person whose or- 
dinary business consists of dealing in 
that kind of property it is only a ques- 
tion of fact whether the transaction in 
question is an isolated transaction or is 
merely one transaction in the course of 
the taxpayer’s regular business. 


With that introduction let us re- 
view the last dozen decisions in the 
Income Tax Appeal Board and the 
Exchequer Court upon this vexing 
question. 

In 257 v. MNR, a lawyer who want- 
ed some two or three acres of a 32- 
acre parcel for building his home 
was obliged to purchase the whole 
parcel, which he then subdivided into 


. building lots, advertised, and _ sold, 


retaining the land he desired for him- 
self. Mr. Snyder held that whatever 
his intention may have been when he 
bought the land he did actually en- 
gage in a business and that his profit 
was therefore taxable. 

That is to say, the taxpayer's inten- 
tion is irrelevant when he actually 
uses commercial methods for dispos- 
ing of property which he has bought. 

In Morassutti v. MNR, the tax- 
payer, who had formerly been a spe- 
culative house-builder, bought a par- 
cel of land with a view to putting up 
a commercial building in order to 
derive rental revenue therefrom. Be- 
ing unable to obtain steel to erect the 
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building he sold the parcel at a pro- 
fit. Mr. Monet held that as his inten- 
tion was to buy the land for invest- 
ment purposes the gain on its sale 
was not income. 

Here the doctrine of intention was 
invoked. No doubt the decision would 
probably have been the same without 
invoking the doctrine since the tax- 
payer had withdrawn from the build- 
ing business in his individual capacity 
before purchasing the lot in question. 

In 287 v. MNR, a factory manager 
bought 29 acres of farm land near 
the factory as a place of relaxation 
and for raising purebred cattle. He 
had the timber on the land cut down 
and sold it to a lumber company. Mr. 
Snyder held that the taxpayer did 
not thereby engage in the timber 
business and that the profit from the 
sale of the timber was not taxable. 
He added that the taxpayer's evi- 
dence that he did not buy the land 
for the purpose of selling the timber 
at a profit was accepted. The doc- 
trine of intention again! 

One may well suppose that if the 
taxpayer had bought the land for the 
purpose of cutting and selling the 
timber thereon the gain would have 
been held taxable. But were that the 
case it would not have been the tax- 
payer’s intention alone that fixed the 
character of the gain, for there would 
also have been the mode of giving 
effect to that intention by actually 
cutting the timber and delivering it 
to the mill, which are characteristic 
incidents of a well-recognized busi- 
ness. 

In Martin etc. Ltd. v. MNR, an 
incorporated plastering contractor 


built a double duplex with the object 
of deriving rental income therefrom. 
Shortly after completion, being un- 
able to rent the dwellings, the com- 
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pany sold one duplex to a director 
of the company at cost and a few 
months later sold the other duplex 
at a profit. Mr. Monet held that the 
company did not engage in the real 
estate business for the obvious pur- 
pose of profit and that the property 
sold was an investment that the com- 
pany disposed of as an onerous in- 
vestment. 


Here again Mr. Monet has recourse 
to the doctrine of intention. Another 
judge might have thought it relevant 
to consider what were the company’s 
objects and powers, as set out in its 
charter, that the building of houses 
was something either, contemplated 
or not contemplated by its charter, 
and that it was an activity either 
closely or not closely allied to its or- 
dinary business. 


In 267 v. MNR, two of the three 
shareholders of a roadbuilding com- 
pany acquired from a farmer a 10- 
year right to remove gravel from his 
farm at 10c a ton. The purchasers 
spent some months testing the gravel, 
building a road thereto, and calling 
on prospective customers. They did 
not themselves operate the pit but 
sold their rights to a company which 
they formed for the purpose of ac- 
quiring their rights and operating the 
gravel pit. Mr. Monet held that their 
activities were of the same kind and 
carried on in the same way as those 
which were characteristic of ordinary 
trading in the particular line of busi- 
ness, and that the profit was therefore 
income. In so holding he applied the 
well-known Scottish case of Living- 
stone v. Com’rs of Inland Revenue. 
He then went on to say that the tax- 
payers’ intention in buying the right 
to remove gravel was not to exercise 
the rights or to make an investment 
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but solely to sell the right to the 
company which they formed. 


This decision well illustrates Mr. 
Monet’s approach to this type of case. 
Although the reasons he gives based 
on the Livingstone case are sufficient 
to dispose of the appeal, the learned 
judge supports that conclusion by the 
intention test. One must therefore 
ask whether Mr. Monet would have 
decided in the same way if the two 
taxpayers had originally intended to 
operate the pit themselves but only 
gave up this intention after they had 
spent the intervening months in test- 
ing the pit, building the road, and 
calling on prospective customers. The 
Livingstone test would still apply to 
render the profit taxable, but the in- 
tention test would make it non-tax- 
able. Which test would then prevail? 


In Granatstein & Son Ltd. v. MNR, 
a company whose business related to 
knitted socks, and woollen, nylon, cot- 
ton and rayon rugs and waste, engag- 
ed in some 23 commodity transactions 
on the New York futures market over 
a period of 7 months, the commodities 
dealt in being wool tops, grease wool, 
and hides, none of which had any 
relation to the company’s products. 
The company’s object was purely 
speculative. Mr. Snyder held that the 
gain made on these speculative trans- 
actions was taxable as being income. 
The profits, he said, were made in the 
operation of business in carrying out 
a scheme for profit-making. What 
the company did, he said, was to en- 
gage in the operation of a business 
or an activity or an adventure in the 
nature of trade for the purpose of 
making a profit. Intention once more! 


This case may well be compared 
with the famous English case Coo- 
per v. Stubbs [1925] 2 K.B. 758, 
where a member of a firm of cotton 
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brokers, on his own behalf entered 
into a large number of speculative 
transactions in cotton futures. It was 
held by Rowlatt J. that his activities 
constituted the carrying on of a trade, 
an opinion which was shared by one 
of the three judges in the Court of 
Appeal. The other two appeal judges 
held, however, that even if the tax- 
payer’s activities were not a trade, 
the transactions were entered into 
with a view to producing revenue or 
income and that the gain was there- 
fore taxable. Note, however, that the 
taxpayer’s ordinary business was that 
of a cotton broker, and that the trans- 
actions in question were transactions 
of a kind in which he regularly en- 
gaged as part of his ordinary busi- 
ness. In the Granatstein case the tax- 
payer was a manufacturing company 
and the transactions were in respect 
of commodities in which it did not 
ordinarily deal. Mr. Snyder’s decision 
appears to rest on two legs: (1) that 
the transactions were of a commercial 
character, and (2) that the taxpayer’s 
intention was to make a profit. Simi- 
lar reasoning would apply to render 
taxable the gains made by any per- 
son who habitually speculates on the 
commodities market or, no doubt, the 
stock exchange if his intention is to 
make a profit; and if that is indeed 
the law it will prove most discon- 
certing not only to the speculating 
public and the legal and accounting 
profession but also, one may suspect, 
to the national treasury. 


In Kennedy v. MNR, a farmer who 
was also a tourist resort operator 
bought 65 acres of lake front property 
adjoining his farm, subdivided part 
of it into 26 lots, put in a road and 
sold lots. His intention in buying the 
land was to provide access to the lake 
for his cattle and tourist guests. Mr. 
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Snyder held that notwithstanding his 
intention he did actually engage in 
‘an undertaking of a nature the profits 
from which were taxable. In arriving 
at this conclusion Mr. Snyder took 
into consideration the fact that the 
taxpayer was in the tourist business. 


One rather infers from this and 
other decisions of Mr. Snyder, and of 
Mr. Monet as well, that a gain made 
on the sale of property will be held 
taxable in either of the following 
cases: (1) if the property was bought 
with the intention of selling it at a 
profit; and (2) regardless of the tax- 
payer's intention in buying it if he 
subsequently sells it by means charac- 
teristic of business. 


In Cristall v. MNR, one of the con- 
trolling shareholders of a hotel leased 
the hotel restaurant from the hotel at 
a fair rent, and then sold three-fourths 
of his interest in the restaurant busi- 
ness to three other persons at a very 
substantial gain. Mr. Fisher held that 
as the taxpayer had not been in the 
restaurant business before, the gain 
was of a capital nature, the transac- 
tion being isolated. 


This is a rather refreshing instance 
of a purchase and resale of property 
of a kind which is not normally the 
subject of trade or commerce by a 
person whose business was not that 
of dealing in property of that kind, 
which transaction is held not to be a 
trading transaction without any re- 
ference to the taxpayer’s intention. Of 
course had the taxpayer made active 
efforts to sell an interest in the 
restaurant by employing cammercial 
methods for finding a purchaser the 
answer might well have been dif- 
ferent. 


In Barrett vy. MNR, a sash and door 
manufacturer on four occasions over 
a period of 8 years bought a lot, built 
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a house thereon and after living in 
the house for a while sold it at a pro- 
fit; during the same period he built 
and sold two other houses for profit. 
Mr. Monet held that he was in the 
business of building houses for resale 
at a profit, and that his profit from 
the sale thereof was taxable. 


Here again Mr. Monet in his judg- 
ment emphasizes the taxpayer’s in- 
tention to make a profit, rather than 
the observable facts themselves 
which, independently of his intention, 
point to only one conclusion, namely 
that the taxpayer was in the house- 
building business. 


In 276 v MNR, a lawyer and his 
friend joined in forming a company 
to acquire a commercial building for 
revenue-producing purposes, but the 
company was forced to sell the build- 
ing soon after acquiring it when it 
could not get a tenant for part of it. 
Mr. Monet held that the gain was 
capital, presumably on the ground 
that the company was really an in- 
vestment company. One of the ob- 
jects set forth in the company’s char- 
ter was that of buying and selling 
buildings, a circumstance to which 
Mr. Fisher would no doubt have at- 
tached very great weight, but Mr. 
Monet made no reference to it. 


In 279 v. MNR, an appeal to the 
Exchequer Court, the taxpayer 
bought a farm of 83 acres in 1940 and 
lived there for some years, operating 
the farm at nights on his return from 
his work in the city nearby where he 
was branch manager of a finance 
company. By 1945 the land had be- 
come attractive for subdivision, and 
the taxpayer subdivided a part of the 
farm, put in roads, put up an adver- 
tising sign, did some newspaper ad- 
vertising, and sold some lots, though 
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he did not list the property with any 
real estate agents or maintain an of- 
fice. Mr. Justice Fournier held that 
although he did not buy the farm 
with a view to selling any part of it 
at a profit, his activities did amount 


1955 AMENDMENTS TO THE 


29. Non-Resident Receiving Timber 
Royalties May File Regular 
Return 

Timber royalties paid after April 

5, 1955, to a non-resident are sub- 
jected to a 15% withholding tax, but 
the recipient is given the same op- 
tion as a non-resident who receives 
rents from Canadian real estate, i.e., 
he may file an ordinary tax return 
and pay tax on the net income from 
the royalties at the rate of tax ap- 
plicable to a corporation or individual 
resident in Canada as if the timber 
limits were the taxpayer's only source 
of income in Canada. 


30. Recapture of Capital Cost Allow- 
ances from Non-Residents 

Non-residents who elect to file re- 
turns and pay income tax on their net 
income from real property rentals or 
timber royalties in Canada are sub- 
ject to the recapture of any capital 
cost allowances which they claimed 
on the real property or timber limits, 
but there is no right to average the 
tax on the recaptured amount unless 
the taxpayer has filed a return under 
Part I of the ITA for each of the 5 
preceding years. These provisions 
apply to payments and dispositions 
made after April 5, 1955. 


31. Interest on Loans Obtained by 
Non-Resident Parent Company of 
Resident Loan Company 

Where a _ non-resident company 
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to a method of carrying on the busi- 
ness of selling building lots, and the 
profit therefrom was taxable. E 


This last seems a clear enough case, 
which could lead to one conclusion 
only, whatever the test applied. 


INCOME TAX ACT (Contd.) 


owes money to a Canadian resident 
or to a non-resident insurance com- 
pany carrying on business in Canada 
as a result of a transaction by which 
it has borrowed money and loaned it 
at the same rate of interest to a whol- 
ly-owned subsidiary resident in Can- 
ada whose principal business is the 
making of loans, the interest will be 
deemed to be paid by the subsidiary 
to the parent’s creditor and not to the 
parent company. The result is that 
no withholding tax will be payable on 
that interest unless the parent com- 
pany’s creditor is a non-resident com- 
pany and not even then if it is a non- 
resident insurance company, since the 
latter is taxable in accordance with 
Part VIII of the Regulations. By vir- 
tue of this amendment it is no longer 
necessary that the money be initially 
borrowed from a Canadian resident 
company or a non-resident insurance 
company carrying on business in Can- 
ada, and the amendment will permit 
the transfer of the debt by the orig- 
inal lender to a Canadian resident 


- company or to a non-resident insur- 


ance company. 


To bring the amendment into effect 
for any company, however, both the 
parent company and its creditor must 
execute and file with the Minister an 


The 
to 


election in prescribed form. 
amendment is made retroactive 
cover payments made in 1954. 








Students Department 


NOTES AND COMMENTS 


One of our student readers has sug- 
gested that this section of the mag- 
azine might be brightened up by a 
new monthly feature entitled some- 
thing like, “Gossip Overheard from 
the Comptometer Operators”. The 
idea is intriguing, to say the least, and 
it is from purely selfish motives that 
we have had to reject it: we freely 
admit that, from the point of view of 
the general reader, the occasional 
libel action against the editor of 
the Students Department would pro- 
vide a highly diverting spectacle. 

But the suggestion did bring back 
to mind one incident involving comp- 
tometer operators which was a thor- 
oughly searing experience for us. We 
were engaged on the audit of a large 
financial institution, and had been 
occupying the board of directors 
room with some measure of reflected 
prestige when the chief accountant 
made his appearance and requested, 
perhaps not unreasonably, that he 


BY J. E. SMYTH, C.A. 


Associate Professor, 
Queen’s University 


might have his general ledger back 
for a little while. A search of the fil- 
ing cabinets, however, failed to dis- 
close its whereabouts. We stalled for 
time, and said we would send it in to 
him in a few minutes. But alas! The 
few minutes stretched to what seem- 
ed like several agonizing hours as 
every conceivable clue was tracked 
down to a futile conclusion. Finally, 
however, when the noon-hour came 
the comptometer operators, with their 
usual precision and promptness, left 
ahead of us for lunch. It was only 
then that we discovered that one of 
the girls, shorter than the others, had 
been using the general ledger to sit 
on, as a means of reaching her comp- 
tometer on the high table in the 
board room! 


Now we know there is some kind of 
a lesson in this story, but in this case 
the comptometer operator was such 
a nice girl that we could never quite 
bring self to tell her that she ought 
never to sit on a general ledger again. 


THE QUESTION CORNER 


When discussing audit procedure 
in examining transfers to other bank 
accounts or to affiliated companies, 
one of our auditing texts recommends 
among other things that such items be 
followed through to be sure that the 
proper account is credited in the re- 
ceiving cash book. When it is an 
affiliated company which receives the 


transfer, should the item be checked 
by a mailed request for confirmation 
sent by the auditor to the affiliated 
company, or should the auditor him- 
self make an independent check of 
the affiliated company’s books? 


(Submitted by a student-in accounts 
in Halifax) 
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Editor’s Reply 
Very often the same firm will audit of one company, namely, check both 
the books of all affiliated companies the payment and the receipt aspects 
except perhaps when they are located of the transfer in the books affected. 
some distance from one another. If If, however, the transfer is between 
the one auditor is engaged by all affili- companies each of which has its own 
ated companies, he should, in the ab- auditor, the auditor should confirm 
sence of any special circumstances, do the details of it by correspondence 
what he would do if the transfer were with the other company. 
between the different bank accounts 












(Opinions expressed here are those of the editor himself, and comments 
and criticisms of his answer are invited.) 












PUZZLE 
Two planes, A and B, were flying by 35 miles, but B arrived there 6 

to Tripoli, B travelling a mile a min- minutes before A. What were their 

ute faster than A. When A was 306 speeds (supposed constant)? 

miles from Tripoli, it was leading B (Submitted by a reader in Toronto ) 














SOLUTION TO LAST MONTH’S PUZZLE 





Given: 00000 _ £4(where o = copper; O = nickel) 


Tesenssibrietioey, 







Re 000 o O (The point is to put this 
pair at a correct distance 
from the remaining coins.) 

Rs 0000 

3. 0000 

4. 00000 










PROBLEMS AND SOLUTIONS 

Solutions presented in this section are prepared by qualified accountants and reflect the 
personal views and opinions of the various contributors. They are designed not as models 
for submission to the examiner but rather as such discussion and explanation of the problem 
as will make its study of benefit to the student. Discussion of solutions presented is 
cordially invited. 

















STUDENTS DEPARTMENT 


PROBLEM 1 


Intermediate Examination, October 1954 


Accounting II, Question 5 (15 marks) 


L Co. Ltd. is a merchandising company operating three departments, 
A, B and C. All goods purchased are stored in a warehouse pending sale 
and on receipt of shipping orders are delivered to the purchaser or to 
carriers who pick up the merchandise at the warehouse. The following 
information relates to the operations for the year ended 31 Dec 1953: 

Warehouse expenses $ 21,100 
Building expenses 150,000 
Advertising expenses 45,000 
Insurance on stock 5,200 
Purchasing expenses 34,650 
Delivery expenses 28,600 
Insurance on fixtures 15,000 
Administration expenses 55,000 
Collection expenses 9,800 


Departments 
Warehouse A B Cc 
Square feet of space ; 8,000 8,000 9,000 15,000 
Value of fixtures a $15,000 $ 16,000 $ 20,000 $ 24,000 
eee cele Ape Al atin 640,000 805,000 1,055,000 
Opening inventany wi sbibes seek 20,000 35,000 40,000 
IGS = iss ie Ss 440,000 660,000 825,000 
Closing inventory ............. 60,000 45,000 60,000 
Direct operating expenses .... 25,000 30,000 40,000 
It is estimated that the percentage of cash sales to total sales for each 
department is as follows: 
A 50% B 40% C 60% 
Deliveries are made for the following percentage of sales in each 
department: 
A 60% B 40% C 40% 
Department C merchandise is twice as bulky, per dollar of cost, as that 
sold in department A or B. 


Required: 
Prepare a statement showing the net profit for the year by depart- 
ments, setting out the basis used in the allocation of expenses. 
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A SOLUTION 
L CO. LTD. 


STATEMENT OF PROFIT AND LOSS 


for the year ended 3lst December 1953 








Warehouse A B Cc Total 
Sales ...... Peet: $640,000 $805,000 $1,055,000 $2,500,000 
Less Cost of goods sold 400,000 650,000 805,000 1,855,000 
NORRIE 65> 0d x Ga 6 0. $240,000 $155,000 $ 250,000 $ 645,000 
Direct operating expenses $ 25,000 $ 30,000 $ 40,000 $ 95,000 
Distributable expenses 
Warehouse expenses . $21,100 21,100 
Building expenses .......(1) 30,000 30,000 33,750 56,250 150,000 
Insurance on fixtures .... (2) 3,000 3,200 4,000 4,800 15,000 
Advertising expenses .. (3) 11,520 14,490 18,990 45,000 
Insurance on stock ...... (4) 1,600 1,600 2,000 5,200 
Purchasing expenses .... . (5) 7,920 11,880 14,850 34,650 
Delivery expenses .......(6) 6,000 6,500 16,100 28,600 
Administration expenses .. (3) 14,080 17,710 23,210 55,000 
Collection expenses (7) 2,560 3,864 3,376 9,800 






$54,100 $ 76,880 $ 93,794 $ 139,576 $ 364,350 






Allocation of warehouse 
expense : .(8) (54,100) 8,400 13,100 32,600 


$ 85,280 $106,894 $ 172,176 $ 364,350 












Total expenses ...... $110,280 $136,894 $ 212,176 $ 459,350 


















Net profit for the year _. $129,720 $ 18,106 $ 37,824 $ 185,650 

















Suggested Bases of Allocation 
(1) — Square feet of space 
(2) — Value of fixtures 

(3) —$ value of sales 

(4) — $ value of average inventory 
(5) —$ value of purchases 
















A B Cc 
(6) — Bulk of deliveries ...... 60% of 400,000 40% of 650,000 (40% of 805,000) x 2 
(7) —$ value of charge sales 







A B C 
(8) — Bulk of purchase plus ........., 440,000 660,000 1,650,000 
— Bulk of cost of goods sold ..., 400,000 650,000 1,610,000 
840,000 1,310,000 





3,260,000 


=—_ 
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Examiner's Comments 
The common errors were as follows: 
1. Failure to recognize the warehouse as a service department. 
Acceptance of the given cash sales percentages as credit sales instead of 
determining reciprocal percentage balances. 
3. Acceptance of sales delivery percentages given as percentages of total 
sales, rather than of department sales. 


4. Failure to distribute delivery expenses properly and to give effect to the 
“per dollar of cost” wording in the final sentence. 


PROBLEM 2 
Final Examination, October 1954 
Accounting III, Question 2 (18 marks) 


The J. Co. Ltd. is insolvent and K is appointed to take legal possession of 
the company’s assets at 1 Feb 1954. 
The trial balance of J Co. Ltd. as at 1 Feb 1954 is as follows: 


Dr. Cr. 
RGBB 3.545. $ 8,000 $ 
Notes receivable 90,000 
Notes receivable discounted 10,000 
Accrued interest on notes receivable 3,000 
Accounts receivable Bcthes 138,000 
Allowance for doubtful debts 7,500 
Inventory 174,200 
Buildings and machinery 151,400 
Accumulated depreciation — buildings 
and machinery 56,540 

Office furniture, less accumulated 

depreciation Gio 5,000 
DM alse cs , 30,000 
Marketable securities, at cost 20,000 
Prepaid insurance . 1,400 
Notes payable ....... 127,500 
Accrued interest on notes payable 9,800 
Accounts payable ..... 296,000 
Mortgage payable — interest at 

6% per annum... : 60,000 
Accrued interest on mortgage 1,200 
Issued share capital — common stock 

1,000 shares Pe oy: ; 100,000 
Deficit Maas 47,540 


$668,540 $668,540 
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K ascertained that the following items have not been recorded in the 

accounts: 

(i) Unpaid salaries and wages for the month of January 1954, totalling 
$2,900. 

(ii) Municipal taxes for the month of January 1954, estimated at $865. 

(iii) Mortgage interest for the month of January 1954. 

It is estimated that: 

(i) of the accounts receivable $41,500 are good and will be collected in 
full, $84,000 are doubtful and only 80% will be collected thereon and 
the remainder are uncollectible, 

(ii) notes receivable totalling $12,000, together with the accrued interest 
thereon of $880, will not be collected, 

(iii) two of the notes receivable discounted, one for $500 and one for $600, 
will not be paid when due. Only $400 will be recovered on the 
latter note but the former will be collected in full, 

(iv) of the inventory, merchandise to the amount of $18,000 will realize 
$2,500; the rest will be sold to a jobber at 85c on the dollar, 

(v) land, buildings and machinery are expected to be sold for $47,000, 
$30,000 and $20,000 respectively, 

(vi) office furniture is expected to be sold for $800, 

(vii) the insurance policies will be cancelled when the assets are disposed 
of and it is estimated that $200 will be refunded on account of the 
premiums, 

(viii) the marketable securities have a market value of $28,000. They have 
been pledged as security for a note payable at $22,000. 


Required: 
A statement of affairs and a deficiency account as at 1 Feb 1954. 


A SOLUTION 
THE J CO. LTD. 


STATEMENT OF AFFAIRS 
as at Ist February 1954 


Loss or 
Estimated (Gain) on 
Amount Realization 
Available Estimated 
ASSETS 
Fully pledged assets: 
See buildings Buildings (deducted contra) $30,000 
& machinery 
below 
Partly pledged assets: 
$ 20,000 Marketable securities $28,000 $ (8,000) 
Notes payable (see contra) 22,000 $ 6,000 





Vu 
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Unpledged assets: 


8,000 
90,000 
(10,000) 


3,000 
138,000 


(7,500 ) 
174,200 
94,860 


5,000 
30,000 
1,400 








ROMED SY cc etree eet er oa Cocca, 
Notes receivable ......... re 
Notes receivable discounted 


Accrued interest on notes . 

Accounts receivable — good ....... 
— doubtful 80% 
— bad 100% 


Less allowance for doubtful debts 
MA ENRON 9 ent Per nds 
Building and machinery 

less above 


Office furniture ...... bath, Simca araee 
a See ee ee ee 
Prepaid insurance 

Estimated amount available 


Liabilities with priority (see contra) 


Estimated amount available 
Estimated deficiency 


Estimated payment 88.6c on the dollar 


Book 
Value 


$ 8,000 


68,000 


2,200 
41,500 
67,200 


135,270 
20,000 


800 
47,000 
200 


$396,170 


8,765 
$392,405 
50,595 


$443,000 





LIABILITIES AND SHAREHOLDERS INTEREST 
Liabilities with priority: 


Taxes PHYADIO 2 5. osc 
Salaries and wages 


Total (deducted contra) 


Fully secured liabilities: 


$ 22,000 


Notes payable (deducted contra) 


Partly secured liabilities: 


60,000 
1,200 


Mortgage payable on building . 
Accrued interest on mortgage 


Buildings (see contra) 


$ 865 
2,900 





3,765 





22,000 








60,000 

1,500 
61,500 
30,000 
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12,000 


800 


16,800 
5,000 


38,930 
44,860 


4,200 
(17,000) 
1,200 


$ 98,790 








Expected 
to Rank 


$ 31,500 
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Unsecured liabilities: 










105,500 Notes payable 105,500 
9,800 Accrued interest on notes sapilille ; 9,800 
296,000 Accounts payable 296,000 
Contingent liabilities: 
Notes receivable discounted 10,000 
Less expected to realize 9,800 200 






Shareholders interest: 
100,000 Capital stock 
(47,540) Deficit ; 








pie 960 $443,000 






THE J CO. LTD. 







DEFICIENCY ACCOUNT 
Ist February 1954 











Deficit ee Nee ee tae er fis cs or) eae tic $ 47,540 
Estimated losses on ‘edlbation of assets: 

Notes receivable ......... ee j $12,200 

Interest on notes receivable 800 

Accounts receivable 21,800 

Inventory ’ 38,930 

Buildings and wshhisiery ; : 44,860 

Office furniture ae 4,200 





Prepaid insurance 1,200 123,990 


$171,530 







Less estimated profits on realization of assets: 
WOR oss sch Rs ee $17,000 
Marketable nteitiies 8,000 25,000 


$146,530 








Additional liabilities 
Salaries and wages aoe 5 $ 2,900 
Taxes .. : Perna c cee Be Ai 3 865 
Interest on mortgage 








Less capital stock 






Estimated deficiency 











Examiner's Comments 


Many candidates lacked a knowledge of the form and content of the 
statements required, 
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PROBLEM 3 
Final Examination, October 1954 
Auditing I, Question 4 (15 marks) 


During the course of carrying out his duties as the shareholders’ auditor 
of several large companies incorporated under the Companies Act, 1934 (Can- 
ada), CA discovers the following unrelated information: 

(a) Included in the accounts receivable outstanding are certain large 
contract accounts on which customers are disputing the balance 
owing. The management feels that the balances as set out in the 
company’s records will be collected. 

(b) In examining the bonds on hand, kept in a safety deposit box of the 
A Bank, it is discovered that two $1,000 Government of Canada 
bonds, which have been called as of 31st March of the current year, 
have not yet been presented for redemption and are still on hand at 
the year end date. 

(c) The company holds a substantial investment in a similar business in 
a foreign country. As at the fiscal year end date the investment is 
sound and readily realizable. Between the year end date and the date 
of the auditor’s report economic reverses force the foreign power to 
prohibit, for an indefinite period, the export of funds and securities. 

(d) A company, which manages and operates buildings, has among its 
assets a large office building which has suffered a severe drop in value 
resulting largely from a change in character of the neighbourhood. 
In recent years, rental values have been insufficient to cover the 
operating expenses and the depreciation charge on the building. The 
company has advertised it for sale at a price of $6,500,000. The net 
book value as at the fiscal year end date was $13,765,432. This asset 
represents a large portion of the company’s total assets. 

Required: 

What qualification or comment should CA include in his reports to the 
shareholders in respect of each of the above cases? If none is considered 
necessary, state why not. 


A SOLUTION 
(a) If the difference between the customers’ and the company’s figures are 
insignificant to the total accounts receivable, the auditor need not in- 
clude any comment in his report to the shareholders because the pmount 
in issue has relatively little bearing on the overall picture. 

If, however, the difference between the customers’ and company’s fig- 
ures is significant, the auditor should include a statement in his report 
along the following lines: 

“Included in the accounts receivable are accounts totalling $...__. 

which are disputed by the debtors. In the opinion of the management 

these balances will be paid in full. 

“Subject to the realization of the above-mentioned accounts receiv- 

able, we report that...” 
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(b) It would not be necessary to report this fact to the shareholders because 
CA has verified that the assets are in existence and are the property of the 
company at the year end. 


(c) Since the investment in the foreign company is substantial, the auditor 
should report this change in the affairs of the company to the share- 
holders. The relevant section of his report might be worded as follows: 


“On the first of March 1954 the Government of rere 
announced that the export of funds and securities from that country 
was prohibited for an indefinite period. The present investment of 
$........, while still sound, is not presently realizable, nor can any 
income therefrom be transferred to this country. Of the $ 
included in the statement of profit and loss as income on this invest- 
ment, $ cannot now be transferred to this country as had 
been anticipated. 

“Subject to the foregoing comments on the investment in 

we report that 


(d) This situation would require comment in the report because the building 
forms a substantial portion of the total assets. The report might be 
worded as follows: 


“The downtown office building included in the total of fixed assets 


at the year end at a net book amount of $13,765,432 has been offered 
for sale at a price of $6,500,000. No provision has been made in 
the accounts for the probable loss of $7,265,432. 

“Subject to the foregoing comments on the probable loss on the 
disposal of the downtown office building, we report that... .” 











BY PETER C. BRIANT, B.COM., C.A. 


Current Reading 


MAGAZINE ARTICLES 


ACCOUNTING 


“MANAGEMENT SERVICES BY LOCAL 
PRACTITIONERS,” by Joseph L. Brock. 
New York Certified Public Account- 
ant, September 1955, pp. 520-527. 


Mr. Brock, an American C.P.A., ad- 
vises local practitioners to treat the 
rendering of management services as 
separate formal engagements, not re- 
garding them merely as an extension 
of routine audit work. This will avoid 
giving such services gratuitously and 
as a by-product of other services, he 
says. Mr. Brock also recommends 
that accountants establish a separate 
fee-scale for management services to 
avoid misunderstandings with clients. 
It is also necessary, he continues, to 
emphasize to the client that in the 
performance of such services the ac- 
countant is acting in an advisory 
capacity and will therefore make re- 
commendations, not decisions. 


Turning to a, consideration of the 
kinds of management services the ac- 
countant can offer, Mr. Brock sug- 
gests that the small practitioner 
should select certain services for 
which he feels particularly well suit- 
ed, and should devote special atten- 
tion to the need of his clients in the 
areas selected. In his own practice 
he stresses three: budgeting and fore- 
casting; improvement of accounting 
systems; cost determination and cost 
studies. The need to operate within 
the limits of the individual practi- 


Assistant Professor, 
McGill University 


tioner’s training and experience is 
strongly emphasized; for failure to 
fulfil a claim could result in loss of 
fee, and, in some cases, the loss of a 
client. 

As a concluding note, Mr. Brock 
compares the local accounting practi- 
tioner to the general practitioner of 
medicine. Thus, the former should be 
able to “diagnose and treat some of 
his patients’ complaints, but must 
know when the services of a special- 
ist are indicated. . . .” 


AUDITING 


“THe MopERN APPROACH TO INTERNAL 
AupiTinc.” The Association of Certi- 
fied and Corporate Accountants, pp. 
HH. 


This paper has been prepared by 
the Technical Research Committee 
of the Association of Certified and 
Corporate Accountants to focus at- 
tention upon the function of internal 
auditing as an instrument of manage- 
ment control. The growth of decen- 
tralization, with extended lines of 
communication, places a great strain 
on such control, the paper points out. 
The execution of policies and proce- 
dures thereby becomes increasingly 
difficult, and as part of the solution 
the basic concept of internal auditing 
has changed. 

Within this broader context, the 
function and scope of the internal 
audit is considered. There then fol- 
lows a review of the internal audit 
as a complement of the external audit. 
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Part III of the study deals with the 
basic principles of an internal audit 
program. A final section reviews the 
qualifications and training of an in- 
ternal auditor, his line of responsibil- 
ity, and the reports he should pre- 
pare. 

Copies of this paper may be ob- 
tained from the Secretary, The Asso- 
ciation of Certified and Corporate 
Accountants, 22, Bedford Square, 
London, W.C. 1. Price 5/-. 


EDUCATION 

“GOVERNMENTS CHALLENGE TO THE 
ProrFEssion,” by Joseph Campbell. 
New York Certified Public Account- 
ant, July, 1955, pp. 389-396. 

Mr. Campbell, the Controller Gen- 
eral of the United States, admonishes 
the accounting profession to develop 
a tradition of public service, follow- 
ing the principle long accepted by 
the medical and legal professions. 

To foster this tradition, he urges 
the profession to recognize service 
in the government accounting branch 
in fulfilment of experience require- 
ments for admission to the C.P.A. 
examinations. Such recognition, he 
continues, would enable the account- 
ing branch of government to build 
a nucleus of outstanding staff by 
providing a corps of accountants at 
the college level. 

As a measure to alleviate the short- 
age of senior accounting personnel in 
government, Mr. Campbell further 
suggests that a group of about 50 
senior accountants from professional 
firms be assigned to Washington in 
the slack season. He would have the 
government pay them a salary com- 
mensurate with that paid by their 
respective firms, thereby limiting the 
contribution of sponsoring firms to 
the spread between each man’s actual 
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salary and the fee normally charged 
for the firm’s services rendered by 
the man. 

Whether or not one finds Mr. 
Campbell’s suggestions acceptable, 
one cannot deny that he is on strong 
ground when he asserts that account- 
ing principles and standards should 
no longer be given only passing con- 
sideration by the lawmakers, and that 
accountants should begin “to point 
the way rather than make notes on 
eee 


LAW 


“Tue CIT Case,” by Saul Levy. The 
Journal of Accountancy, October 
1955, pp. 31-42. 

Mr. Levy, a noted writer on the 
auditor’s legal liabilities, comments 
on the case of C.I.T. Financial Cor- 
poration v. P. W. R. Glover et al. 


The plaintiffs asserted that the 
accountants knew their reports would 
be relied upon by the creditor; that 
this constituted specific identification 
and was, therefore, sufficient to sup- 
port the claim of negligence. The 
trial judge upheld, however, the con- 
tention that the principle of law enu- 
merated in the Ultramares case was 
applicable. Accordingly, defendants 
were found not liable for mere negli- 
gence since their reports were not 
prepared primarily for the benefit of 
the plaintiff but for the client of the 
accounting firm. This view of the 
law was upheld in the Court of Ap- 
peals. 

An extremely valuable part of this 
article, useful to both students and 
practitioners, is the excerpt from the 
trial judge’s charge to the jury. A 
review of the facts of the case is 
followed by an excellent enunciation 
of the principles of law involved. 
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CURRENT READING 


MANAGEMENT 

“A MANAGEMENT APPROACH TO RISK 
Pros_EMs,” Dun’s Review and Mod- 
ern Industry, July 1955, p. 49. 


It is reported that 2854 businesses, 
with liabilities amounting to $121 
million, failed in the United States 
during the first quarter of 1955. A 
tabulation indicates that neglect, 
fraud, inexperience, and disaster were 
the general causes of failure. In- 
experience was apparently the major 
cause, accounting for 90.7% of all 
failures reported during the three 
month period. This would appear 
to emphasize the need for profes- 
sional advice for those businesses un- 
able to employ a full-time <staff of 
experts. Within the category of in- 
experience, the largest single cause 
was inadequate sales, 49.7%, followed 
by competitive weakness, 20.6%. 
Receivable difficulties, excessive fixed 
assets, and inventory difficulties were 
other important causes of failure at- 
tributable to inexperience. Poor 
health, 2.7%, was the prime reason 
for a business being neglected, which 
in itself accounted for 4.8% of the 
2854 failures. Fraud caused 2.2% of 
all failures, and irregular disposal of 
assets was the major item in this 
category. Disaster was the least im- 
portant general cause of business 
failure, accounting for only 1.7% of 
the total. The most common kind of 
disaster was fire. 


“THE THINKING BEHIND THE U.A.W.- 
C.1.O. GuaRANTEED EMPLOYMENT 
Pian,” by Nat Weinberg. Michigan 
Business Review, March 1955, pp. 1-8. 


Mr. Weinberg, Director of the Re- 
search and Engineering Department, 
U.A.W.-C.I.O., and Chairman of the 
U.A.W.-C.I.O. Guaranteed Wage 
Study Committee, answers critics of 
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the guaranteed annual wage plan. 
This plan, he claims, is designed to 
encourage employers to stabilize em- 
ployment by penalizing them when 
they fail to do so, and to safeguard 
workers against hardships imposed 
by “individual and collective mana- 
gerial responsibility”. He asserts that, 
in essence, the plan is aimed at steady 
work rather than pay for idleness. 


The cost of the plan is said to be 
one of the main objections voiced by 
employers. In answer, Mr. Weinberg 
lists four ways in which he believes 
management may reduce costs at- 
tached to the plan or even eliminate 
them entirely: by stabilizing employ- 
ment; by helping to achieve higher 
unemployment compensation benefits 
paid for longer periods; by helping to 
secure the establishment of a sound 
reinsurance scheme (an American de- 
vice to help depressed areas); by sup- 
porting national economic policies de- 
signed to maintain full employment. 
He sees the temporary cost involved 
in the original creation of the reserve 
trust fund required by the plan as 
the only inescapable cost. (Mr. 
Weinberg compares this trust fund 
to corporate dividend equalization 
reserves. The intention is to pro- 
vide in good years for heavy con- 
tractual liabilities which may arise in 
poor years. ) 


PROFESSIONAL 


“Take YouR EyYEs INTO ACCOUNT,” by 
Samuel Gartner, M.D. New York 
Certified Public Accountant, April 
1955, pp. 212-216. 


How many accountants find them- 
selves working in clients’ offices 
where lighting is deficient? This 
should be avoided warns Dr. Gartner, 
a practising ophthalmologist, for poor 





524 





illumination is a major cause of eye 
strain and bad vision. Dr. Gartner 
urges all accountants to ensure that 
their working facilities provide good 
and sufficient light. This involves 
avoiding glass-top desks and glossy 
paper, and using a desk lamp which 
casts an even light over the whole 
work area. He offers a simple rule- 
of-thumb for all accountants: “Use 
the maximum amount of light in the 
room that will still yield a feeling of 
eye comfort .. .” 

In those cases where an accountant 
finds himself working under adverse 
conditions, he would do well to fol- 
low Dr. Gartner’s advice and point 
out to his client that the small cost 
of extra light cannot be compared to 
the importance and value of his ac- 
counting services. The fact that 
proper working conditions would 
add to his efficiency is an important 
additional consideration. 


“How to Recrurr AccouNTING PER- 
SONNEL,” by Paul Kircher and Robert 
Buchele. The Journal of Account- 
ancy, May 1955, pp. 54-59. 


“... suffering from an apparent 
stiffness, an appearance of over- 
preciseness, and sometimes from 
an attitude of stooping to con- 
ad 
This is how many university place- 
ment officials reportedly characterize 
representatives of some accounting 


firms who come to interview prospec-. 


tive employees. 

The recruitment of able college 
graduates into public accounting is 
becoming increasingly difficult, ac- 
cording to Professors Kircher and 
Buchele. For many years business 


and government have offered posi- 
tions financially more attractive than 
those offered by accounting firms. 
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In addition, the broadening of uni- 
versity curricula has resulted in fewer 
students taking accounting as a major. 
It now appears, from the results of a 
survey, that unsatisfactory interviews 
with members of public accounting 
firms may be one additional reason 
that college students tend to steer 
away from public accounting as a 
career. 


As a short-run measure to help al- 
leviate the situation, the authors re- 
commend that one member of a firm 
be assigned to administer the firm’s 
recruiting policy. Nevertheless, they 
urge all partners to take a strong 
interest in the firm’s recruiting activi- 
ties. The need for a clearly defined 
set of personnel policies is stressed. 
They warn that any vagueness or 
hesitancy on the part of the recruiter 
to such questions as, “What is the 
firm’s experience in the creation of 
new partners?” may well be interpret- 
ed by the student as a sign of weak- 
ness. 


“, . . What weight should be given 
to outside activities? . . . Should age 
be a factor? Marriage? Depend- 
ents? Should average grades or im- 
proving grades be the proper cri- 
terion? ...” These are typical of the 
questions the authors think a firm 
should prepare in developing its 
standards for hiring personnel. 


As a final word of advice, Profes- 
sors Kircher and Buchele urge all 
firms to ensure that their recruiters 
receive some training in employment 
interviewing, with particular empha- 
sis on interview techniques. 


Responsibility for the development 
of a long-term solution to the prob- 
lem of recruiting capable young men 
into public accounting as a career 
rests, as the authors point out, with 
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CURRENT READING 


the profession. A sound public rela- 
tions program is called for. 


TAXATION 

“THE ADVANCED TRAINING CENTER OF 
THE INTERNAL REVENUE SERVICE,” by 
Charles J. Gaa. Michigan Business 
Review, March 1955, pp. 26-31. 


In 1954, Congress of the United 
States authorized the establishment of 
an advanced training school for In- 
ternal Revenue agents in order to 
broaden their training “by providing 
them with the knowledge and think- 
ing of leaders of the academic, pro- 
fessional, and business worlds . . .” 
The centre is located on the campus 
of a university and is operated by the 
university. Professor Gaa is director 
of the centre. 


Applications for the course are ac- 
cepted only from Internal Revenue 
agents who have had at least one 
year’s experience in the service. In 
the event that a successful applicant 
voluntarily resigns from the service 
within three full years after comple- 
tion of the course, he is required to 
reimburse the service for a pro rata 
part of the cost of training. One hun- 
dred applicants were admitted to the 
first course. Their range of experi- 
ence extended from one to 12 years, 
with the majority having had four or 
five years. 


Each applicant is required to take 
courses in accounting, auditing, fin- 
ance, and income tax. In addition, 
one other course may be elected on 
the basis of previous education and 
experience. 

On the basis of the first year’s 
results the course has now been 
broadened to include other types of 
service personnel and the enrolment 
has been increased to 200. 
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BOOK REVIEW 


Budgetary Control, by S. R. Cave. 
Gee and Co. Publishers Ltd., London, 
England, 1955. pp. 152. 25/- 


This book, which describes a system 
of budgetary control and standard 
costing, stresses the importance of the 
accountant as an integral part of the 
management team and the role which 
he must play in the preparation and 
use of budgets and in the interpreta- 
tion of operating results for manage- 
ment. ; 


The volume is divided into three 
main parts: 


1. Factory administration — A brief 
description of the functions of pro- 
duction executives who are re- 
sponsible for supplying costing in- 
formation. 


2. Budgetary control and standard 
costing of material, labour and 
overheads — An outline in consid- 
erable detail of the various stages 
in introducing such a system. The 
author points out the necessity of 
providing timely operating state- 
ments for departmental heads and 
management (i.e. profit and loss 
statements comparing actual costs 
with established standards, break- 
even charts, etc.). 


3. Sales and capital budgets — A 
brief outline of the use of these 
budgets in forecasting profits and 
cash requirements. 


Now that systems of budgetary con- 
trol are being used more extensively, 
this moderately priced book should 
be of particular interest to students 
of accounting. 


C. F. WELuSTEAD, C.A. 
Montreal. Quebec 





NEWS 


Alberta 

Collins & Hames, Chartered Accountants, 
announce the removal of their offices to 
225 Examiner Bldg., Calgary. 

Williams & Tanner and A. W. Bell, C.A. 
announce the merging of their practices and 
formation of the partnership of Williams, 
Tanner & Bell, Chartered Accountants, with 
offices at 209 British Canadian Trust Bldg., 
Lethbridge. 

P. S. Ross & Sons, Chartered Accountants, 
and Alger, Baxter & Co., Chartered Ac- 
countants, announce the merging of their 
practices in Calgary. Ross P. Alger, C.A. 
and J. Lorne Baxter, C.A. will become 
partners of P. S. Ross & Sons. The com- 
bined practices will be carried on in the 
name of P. S. Ross & Sons with offices at 
735 8th Ave. W., Calgary. 


British Columbia 

John K. Hancock, C.A. and Richard W. 
Keenlyside, C.A. announce the opening of 
an office for the practice of their profession 
at Ste. 204, 510 W. Hastings St., Van- 


couver. 


Nova Scotia 

J. A. Manning, C.A. has been appointed 
president and managing director of radio 
station CKCL, Truro. 


Ontario 

Goldhar, Beckerman & Soupcoff, Chart- 
ered Accountants, Toronto, announce a 
change in partnership name to Goldman, 
Beckerman, Soupcoff & Starkman, Chartered 
Accountants, and the admission to partner- 
ship of Bernard Kraft, C.A. 

McDonald, Nicholson & Co., Chartered 
Accountants, announce the removal of their 
Toronto offices to Prudential House, 55 
York St., Toronto. 


OF OUR MEMBERS 


Rogers & Rose, Chartered Accountants, 
406 Mackey Bldg., Sudbury, announce the 
opening of a branch office for the practice 
of their profession at Blind River, Ont. 

R. B. Taylor, C.A. has been appointed 
secretary of The Steel Co. of Canada, 
Hamilton. 

R. A. Gourley, C.A. has been appointed 
assistant secretary of Julius Kayser & Co. 
Ltd., London. 

Hilborn & Co., Chartered Accountants, 
219 Bay St., Toronto, announce the admis- 
sion to partnership of Richard B. Ellis, C.A. 
and Robert W. Hauch, C.A. 


Quebec 

James D. Ford, C.A. announces the re- 
moval of his offices to Rms. 4-5, 6573 Som- 
erled Ave., Montreal. 

Leonard D. Cordes, C.A. announces the 
opening of an office for the practice of his 
profession at Rm. 303, 1449 St. Alexander 
St., Montreal. 

G. Dale Rediker, C.A. has been appointed 
chief accountant of Rolls Royce of Canada 
Ltd., Montreal. 

Raymond Fortier, C.A. was elected treas- 
urer of the Cercle Universitaire, Montreal, 
at that organization’s annual meeting held 
recently. 


CHANGE OF ADDRESS 

Members and students who change their 
address and advise The Canadian Institute 
of Chartered Accountants of such change 
should also notify their own provincial In- 
stitute. 

Periodic reconciliations of mailing lists 
are carried out but to ensure prompt re- 
ceipt of all provincial Institute mail, it is 
essential that the secretary of the provin- 
cial Institute be notified directly. 
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INSTITUTE NOTES 


MANITOBA STUDENTS SOCIETY 
Fall Formal: The Chartered Accountants 
Students Society of Manitoba held their 
27th annual fall formal at the Fort Garry 
Hotel on Saturday, October 29, 1955 and 
316 persons attended. Refreshments were 
served in the lounge at 6:30 p.m., dinner 
was served at 7:00 p.m. and dancing to 
Harold Green’s orchestra commenced at 
9:00 p.m. 

Mr. George D. Iliffe, C.A., Comptroller 
General of Manitoba, presented a bouquet 
of sweetheart roses to the Queen of the 
Fall Formal, Beverley Zeavin. 


Accountancy Wins Track Meet: Beautiful 
weather greeted the University of Mani- 
toba male track’ and field enthusiasts at 
Sargent Park and Accountancy’s five man 
brigade smashed three records to capture 
top place for the second year running in 
this Inter-Faculty meet. Congratulations to 
Joe Myles, Garth McLeod, Norm Channing, 
Steve Slim, and Barry Kilfoyle. 


Debating: The C.A.S.S.M. is completing 
arrangements to organize a debating league. 
The winning debating team will compete 
with the other faculties in the University 
of Manitoba debating sessions. 


Varsity Varieties: The Accountancy students 
are going to enter a group of actors in a 
skit to be presented in conjunction with 
the other faculties of the University of 
Manitoba in a show captioned “Varsity 
Varieties”. 

Examination Ecstasy Dance: An informal 
dance will be held at the Roseland Night 
Club on December 20 or 21, 1955 to 
celebrate the results of the intermediates 
and finals. This is an excellent opportunity 
for the students to celebrate their happi- 
ness or drown their sorrows as the case 
may be. 
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ONTARIO INSTITUTE NOTES 
Practising Members’ Discussion Groups: 
The Toronto members interested in this 


project were placed in five groups accord- * 


ing to their interests expressed in the 
questionnaire. The first meetings were held 
in late November under the direction of 
members of the committee who have also 
accepted the responsibility for convening 
the December meetings. Although each 
group is to elect its own executive at the 

December meeting and decide on its future 

program, the committee has arranged the 

dates of monthly meetings until April and 
has suggested the general topics as follows: 

Group A — Office Routine and Manage- 
ment; Building Clientele; 

Group B — Estate Planning, Taxation; 

Group C — Audit procedure and standards, 
Financial statement presentation; 

Group D — Machine accounting, Manage- 
ment accounting; 

Group E — Taxation, Company law; Pros- 
pectuses and Securities Commission re- 
quirements. 

Each group has over 50 members, in fact 
the maximum desirable, but if other Toron- 
to practising members wish to join the 
project other groups can be organized. 
Please write to the registrar if you wish to 
participate. 


Library: Three handsome. leather bound 
volumes of pictures of the presidents of 
the Institute since 1883 have been placed in 
the Library. 


ONTARIO STUDENTS ASSOCIATION 
Toronto Study Groups: During late Sep- 
tember and early October, study groups 
held in the C.A. Building, Toronto, were 
attended by a total of approximately 600 
students. The lectures were well delivered 
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and in most groups there was active par- 
ticipation by the audience during the ques- 
tion period. In some cases an insufficient 
number had prepared their own solutions 
to prior years’ papers as had been suggested 
by the Study Group Committee. Those 
who did not probably derived less benefit 
than those who had gone through the 
papers and were ready to discuss the dif_i- 
culties they encountered. The Council of 
the Students Association invites comments 
on the effectiveness of the groups as a 
means of preparing for examinations. Let- 
ters should be addressed to the Council 
at 69 Bloor Street East, Toronto. If you 
have some ideas which you feel would 
improve next years groups, now is the 
time to share your thoughts with your 
Council. 

Winter Meetings Series — The November 
meeting drew a crowd of 90 students and 
C.A.’s to hear “An Introduction to Elec- 
tronic Computers”. The speaker was Mr. 
G. H. Cowperthwaite, C.A., Toronto. 

On Tuesday, December 13, the second 
meeting takes place in the Lecture Hall of 
the C.A. Building. There will be another 
outstanding speaker and details have been 
circularized to students and practising firms. 
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Reserve the date and come along. In fact 
reserve the second Tuesday of every month 
from now until May, to make sure you 
won't miss a single one of the series. 


THE C.A. CLUB OF OTTAWA 

The following executive has been elected 
for the 1955-56 season: D. J. McClellan, 
president; A. E. Foster, vice president; E. 
D. Lafferty, secretary; A. J. Frost, treasurer; 
E. D. Lawrence, R. Query, D. O. McLean, 
Group Captain E. H. Sharpe. L. Masse is 
past president. 


NEW C.A. CLUB FORMED 

Chartered accountants practising in the 
Eastern Townships have recently held a 
meeting to adopt a constitution and elect 
officers for the coming year. Over 30 mem- 
bers were present including some from 
Sherbrooke, Granby, Drummondville, Ma- 
gog and Asbestos. 

The following officers were elected for 
the season: president, Pierre Bachand; vice- 
president, Donald F. Watson; secretary, Phi- 
lippe St-Jacques; treasurer, Marcel Savard; 
directors, Philippe Jolin, C. E. Belanger, 
Armand Hebert, Joseph Bessette and J.- 
Marcel Laverdure. 


The editor welcomes information for this column. News of members and 
provincial Institutes’ activities should be received by the 14th of the month 
to appear in the following issue of the journal. 








OBITUARIES 


Walter Scott Ferguson 


The Institute suffered a very great and 
tragic loss on September 16, 1955, with 
the death of Professor Walter Scott Fergu- 
son, F.C.A. Professor Ferguson died in 
London as the result of severe burns re- 
ceived in his room at Hotel London on 
September 10. 

Mr. Ferguson was born at King City, 
Ontario in 1875 and was educated at high 
schools in Newmarket and Aurora. After 
five years as teacher and merchant he 
became accountant with a company in 
Bracebridge. He completed an accounting 
course with Shaw Schools and became 
a member of the Ontario Institute in 1907. 
In 1911 he moved to Toronto and became 
director of Shaw Schools Limited. In the 
following year he was appointed part-time 
lecturer in accounting at the University of 
Toronto. He retained the association with 
Shaw Schools until his death as director of 
accounting courses and after 1923 as secre- 
tary treasurer as well. In 1930 he was 
appointed Professor of Accounting at the 
university. Both at Shaw’s and at the uni- 
versity Mr. Ferguson assisted the training 
of countless chartered accountants who con- 
tinue to pay tribute to him as a great 
teacher. 

During his career as teacher he wrote 
several text books in accounting and pro- 
duced the courses used by the Certified 
Public Accountants Association of Ontario. 
In recognition of his service he was made 
a Life Member by the Certified Public Ac- 
countants in 1941. In 1950 he was elected 
an F.C.A. of the Ontario Institute for dis- 
tinguished service to the profession. 

While teaching Professor Ferguson also 
found time to practise as a public account- 
ant with Seburn, Ferguson & Bakex and to 


take part in the work of the Masonic Order 
and the I.0.0.F. He was elder of his 
church since 1902 and Clerk of the Session 
at Bloor Street United Church for 20 
years. 

To his wife and family and particularly 
his son, Gordon R. Ferguson, B.Com., 
F.C.A. (Chairman of the Board of Examin- 
ers-in-Chief ), the members of the Institute 
extend their sincere sympathy. 


Alfred Byron Shepard 


The Institute of Chartered Accountants 
of Ontario announces with regret the death 
of Alfred Byron Shepard on Thursday, 
September 22, 1955 at Toronto. Born and 
educated in Toronto he joined the staff of 
the Metropolitan Bank after graduating 
from high school. In 1913 he became a 
student-in-accounts with Thorne, Mulhol- 
land, Howson and McPherson in which he 
ultimately served as an active partner for 
86 years. He became a chartered account- 
ant in 1916. He was always most interest- 
ed in the affairs of the Institute and served 
on the Council for a number of years be- 
coming president in 1937. He was also 
president of the Canadian Institute of 
Chartered Accountants. In 1929 he was 
elected a Fellow of the Institute for his 
distinguished service. 

To his wife and family, the members of 
the Institute extend their sincere sympathy. 


Thomas H. Frankling 

The Institute of Chartered Accountants 
of Quebec announces with deep regret the 
death of Thomas Hudson Frankling on July 
5, 1955, while on a visit to St. John’s, 
Newfoundland. 

Mr. Frankling was admitted to member- 
ship in this Institute in 1946, as a member 
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of The Corporation of Public Accountants 
of the Province of Quebec and was senior 
partner in T. H. Frankling & Co. He 
served as a public accountant in Toronto 
for over 30 years. 


He was one of the original directors of 
the Toronto Board of General Accountants 
and served on the Dominion Board over a 
period of years and was Dominion presi- 
dent in 1926-27. Since 1928 he had been 
secretary of the Toronto branch of the Gen- 
eral Accountants’ Association. 

The members of the Institute extend their 
sincere sympathy to the members of his 
family. 


Kenneth Bowman 


The Institute of Chartered Accountants 
of Alberta announces with regret the death 
of Kenneth Bowman. Mr. Bowman, who 
had been a member of this Institute since 
1914, passed away on September 25 of 
this year, at the age of 80 years. He 
leaves a wife, one daughter, Mrs. S. R. 
Hendra of Edmonton, and three sisters in 
England; also one granddaughter. 


To his wife and family the members of 
the Institute extend their sympathy. 


John Rhodes 


The Institute of Chartered Accountants 
of Quebec announces with deep regret the 
death of John Rhodes in Montreal on Aug- 
ust 24, 1955. 


Mr. Rhodes was born and educated in 
Preston, England, and arrived in Canada in 
1910. He served four years with the Cana- 
dian Field Artillery in World War I. 
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He joined the General Accountant’s Asso- 
ciation in 1929, gaining his degree in 1930. 
He opened his own public accounting prac- 
tice in 1937 and in the same year became 
secretary-treasurer of the General Account- 
ant’s Association, a post which he held 
until his death. He was admitted to mem- 
bership in this Institute in 1946. 


He was a member of Allenby Masonic 
Lodge. 

To his family the members of the In- 
stitute extend their sincere sympathy. 


Oscar Murray Hudson 


The Institute of Chartered Accountants 
of Ontario regrets to announce the death, 
on August 18, 1955, of Oscar Hudson, 
F.C.A. At the time the Institute’s oldest 
surviving member, Mr. Hudson died at 
Santa Barbara, California, where he had 
been living in retirement for many years. 


He was admitted to membership on Oc- 
tober 17, 1889, only six years after the 
founding of the Institute and practised for 
a time in partnership with Mr. Harry 
Vigeon, an early president of the Institute. 
Subsequently, in 1907, he established the 
firm of Oscar Hudson & Co., which con- 
tinues in this name at the present time. Mr. 
Hudson retired from practice in 1923 but 
prior to this had served on the Institute 
Council. For distinguished services to the 
profession he was elected a Fellow of the 
Institute in 1919. In 1949, after 60 years 
of continuous membership, he was made a 
life member. 

Mr. Hudson is survived by his wife and 
two daughters to whom the members of 
the Institute extend their sincere sympathy. 
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CLASSIFIED ADVERTISEMENTS 


Rates: Positions wanted, $7.00 per column inch; Positions — 
$10.00 per column inch; Open rate $17.00 per column inch. 
All replies to box numbers should be sent to The Canadian Chartered 
Accountant, 69 Bloor Street East, Toronto 5, Ontario. 


Closing date is 14th of preceding month 


REQUIRED 
Firm of chartered accountants re- 
quires intermediate and senior stud- 
dents or recent graduate at Sault Ste. 
Marie office to commence this fall. 
Good remuneration and __ benefits. 
Personal interview will be arranged. 
Please supply full details. Box 529. 


EXPERIENCED EXECUTIVE 
WANTED 

A large construction company in the 
Province of Nova Scotia requires the 
services of a controller between the 
ages of 30 and 40 years. Applicant 
should be a capable accountant with 
experience in company financing and 
cost accounting together with ability 
to direct personnel. Salary between 
$5,000 and $7,000 depending upon 
qualifications. Apply giving full de- 
tails respecting education, experience 
and marital status. Box 527. 


C. A. REQUIRED 

A national petroleum firm with head 
office in Toronto requires a young 
chartered accountant preferably hold- 
ing a B.Comm. degree who has ex- 
cellent managerial potential, to work 
in the internal audit department. The 
work involves examination of policies, 
procedures, controls, etc. Those in- 
terested apply outlining in detail, 
education, experience, salary requir- 
ed and personal data. Box 532. 


HELP WANTED — MALE 


CHIEF ACCOUNTANT AND 
OFFICE MANAGER 


For head office of automobile and 
fire insurance company. 

Must have good education, training 

in accounting and ability to super- 

vise personnel. We want a man who 

can in a reasonable time be the 

financial executive of our company. 


Telephone H. E. Wittick 
EM 3-7427 — Toronto 


C.A. WANTED 


Firm of chartered accountants with 
several offices in British Columbia re- 
quires a chartered accountant desirous 
of practising to take over operation 
of a professional office in central Brit- 
ish Columbia as a resident partner. 
No capital investment required. Ex- 
cellent opportunity for continued 
growth. Interesting location. Box 
526. 


POSITION WANTED 


Chartered accountant (Manitoba 
1942) presently employed in Toronto 
seeks opportunity in profession in To- 
ronto or Western Ontario city. Ex- 
tensive experience in taxation. Box 
531. 
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CHARTERED ACCOUNTANT 
FOR 
NASSAU, BAHAMAS 
English or Canadian chartered ac- 
countant age 26/30 required by small 
but rapidly expanding firm of Eng- 
lish chartered accountants in Nassau. 
Position offers first class opportunities 
with excellent prospects. Salary scale 
£1750-£2000 ($4900-$5600) no in- 
come tax of any kind. Costs of living 
similar to Canada. Private capital an 
advantage as partnership will be of- 
fered to suitable man within year or 
two. Only applicants desirous of 
making Nassau their home should 
apply. Applicants should give full 
personal details including particulars 
of education, professional training, 
experience and marital status. In- 


terviews will be arranged in Toronto. 
Reply in complete confidence en- 
closing a recent photograph. Box 530. 





Bank 


Confirmation 


Forms 


THE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS 
69 Bloor Street East, Toronto 5, Ontario 
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JUNIOR — INTERMEDIATE — 
SENIOR AUDITORS FOR 
MONTREAL 


Salaries $3300 to $5200 per annum 
according to qualifications. 


5 day-week 

Pension & hospital plans 

3 weeks holidays 

Sickness with full pay 
Opportunity for advancement 


If you have completed your primary 
— intermediate — or final years of 
study you cannot afford to pass up 
this opportunity. Interested appli- 
cants are requested to forward com- 
plete particulars concerning educa- 
tion, experience, age and marital 
status to Box 528. All replies will be 
treated with confidence. Our staff is 
aware of this advertisement. 





Blank, per 100 $2.00 
Imprinted (minimum 
run 500) $17.50 





Per 100 additional, 
ordered at same time $3.25 






Postage or Express Collect 
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| PROFESSIONAL CARDS | 





im | 
PITBLADO, HOSKIN, GRUNDY, BENNEST & DRUMMOND-HAY. 
PITBLADO, HOSKIN, McEWEN, ALSAKER, HUNTER & SWEATMAN 

Barristers and Solicitors 

y Hamilton Building, 395 Main Street - - Winnipeg, Man. 

of 

: STEWART, SMITH, MACKEEN, COVERT, ROGERS, 

.. SPERRY & COWAN 

a- Barristers and Solicitors 

al Roy Building — - ‘ : - Halifax, N'S. 


is 
ROSS & ROBINSON 


Barristers and Solicitors 


Canadian Bank of Commerce Chambers - - Hamilton, Ont. 


BORDEN, ELLIOT, KELLEY, PALMER & SANKEY 
Barristers and Solicitors 


25 King Street West’ - - - - Toronto 1, Ont. 





ALAN DIGNAN, Q.C. 
Barrister and Solicitor 


Bloor Street & St. Clarens Avenue - - Toronto 4, Ont. 


PLAXTON & COMPANY 
Barristers and Solicitors 


Suite 1207, 320 Bay Street - - - Toronto 1, Ont. 
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WRIGHT & McTAGGART 
Barristers and Solicitors 


67 Yonge Streer - : - - - - Toronto 1, Ont. 


DIXON, SENECAL, TURNBULL, MITCHELL & STAIRS 


Barristers and Solicitors 


Bank of Canada Building - - Montreal 1, Que. 


LEMAY & ROSS 


Barristers and Solicitors 


132 St. James Street West - - - - Montreal 1, Que. 


McMICHAEL, COMMON, HOWARD, KER & CATE 
Barristers and Solicitors 


Royal Bank Building - . . - Montreal 1. Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 


Barristers and Solicitors 


464 St. John Street - . : - Montreal 1, Que. 


STIKEMAN & ELLIOTT 
Barristers and Solicitors 


505 Bank of Canada Building - : Montreal 1, Que. 


PRATTE, TREMBLAY & DECHENE 
Barristers & Solicitors 


Bank of Montreal Building, 35 Palace Hill - - - Quebec, P.Q. 








NOISELESS 


EFFORTLESS 


ADDO-X invites comparison; it 
adds, subtracts and multiplies. 
Some models have credit balance, 


some wide carriages, some shuttle /4 


carriages, some multiple totals, and 


all have an errorproof interlock- BB 


ing key board. There are, of 
course, both hand and electric 
models. 


BEAUTIFUL 


Buying a really good adding ma- 
chine (an ADDO-X, of course) is 
a long term investment. It must 
not be a question of "how much", 
rather of “how much will it cost 
us per year, per week.’ Will the 
machine, after ten to fifteen years’ 
service, be thrown away valueless 
or will it still have some value? 


The ADDO-X has. 


Precision assembly plus famous 
Swedish steel is the secret of sta- 
bility and endurance. Over the 
past twenty years, many, many 
thousands of Canadian firms have 
been happy with ADDO-X. They 
are also satisfied with the service 
we give, we are there’ when 
you need us. 


You are invited to have a free demonstration and trial AT YOUR OFFICE. 


easier with 4 
CLES 


Sole importer & distributor: 
M. P. HOFSTETTER LIMITED, 265 DAVENPORT ROAD, TORONTO 5, ONTARIO 





Downtown Library, 


From “American Automobile Album” by William H. McGaughey 


No one cranks an automobile these days 


...but many still hand-crank calculators ...spending time that 


would soon pay for a high-speed, automatic MARCHANT 


If you’re still doing part of your figurework with hand-operated or out- 
moded electric calculators, you owe it to your business to learn just how 
much time new automatic MARCHANTS will save you. Anyone in your 
office can use them at once, with ease, speed and utmost accuracy. Call 
the local MARCHANT MAN and find out by an actual run on your own 
work, just how quickly MARCHANT calculators would pay for themselves. 


MORCHANT snus. 


SEND THIS COUPON! ——— 


Learn how MARCHANT calculators can turn out your 
business arithmetic easier and faster...at a saving. Mail 


this coupon with your business letterhead for free.. ea 4 High-speed, 
Index to Modern Figuring by Marchant Methods ‘oO : M data 


Descriptive Literature on Marchant Calculators o Figurematie 
MARCHANT CALCULATORS, LTD., Toronto 2B, Canada 


YOU CAN TURN TIME INTO MONEY WITH A MARCHANTI 








